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THINK GLOBALLY, ACT LOCALLY.

This has been our philosophy at Franklin Templeton Investments as we have grown our
business around the world. Our employees are spread across 29 countries, providing
locally relevant investment solutions and client service wherever they are. What holds
everyone together—from Sao Paulo to Stockholm to Shanghai—is a common culture
best expressed by our core values: putting clients first, building enduring relationships,
achieving quality results, and above all, working with integrity. As a global organization,
we are rich in people, perspectives and experiences. In the local communities where
we do business, we strive to bring these strengths to bear in the most meaningful way

for our clients, stockholders and employees.




FINANCIAL HIGHLIGHTS

As of and for the fiscal years ended September 30, 12006 200§ © 2004 2003 2002
SUMMARY OF OPERATIONS
{in millions}
Operating Revenues § 5,050.7 $ 4,310.1 § 3,438.2 § 26321 $ 2,5229
Net Income 1,267.6 1,057.6 706.7 502.8 432.7
FINANCIAL DATA
{in millions)
Total Assets $ 9,499.9 5 8,893.9 § 82278 § 6,970.7 § 64227
Long-Term Debt 627.9 1,208.4 1,196.4 1,108.9 5951
Stockholders' Equity 6,684.7 5,684.4 5,106.8 4,310.1 4,266.9
Operating Cash Flows 1,277.9 850.0 929.7 536.4 735.2
ASSETS UNDER MANAGEMENT
fin billions)
Ending $ 511.3 $ 453.1 § 361.9 $ 301.9 § 24738
Simple Monthly Average 482.4 410.8, 340.2 269.8 263.2
PER COMMON SHARE
Earnings
Basic g 4.97 $ 4.22 $ 2.84 $ 1.98 ;) 1.66
Diluted 4,86 4.06 2.75 1.95 1.63
Cash Dividends 0.48 2.40 0.34 0.30 0.28
Book Value 16.40 22.49 20,45 17.53 16.50
EMPLOYEE HEADCOUNT 7,982 7,156 6,696 6,504 6,711
Assets Under Management
as of September 30, 2006
Equity 59.1% Franklin 39.4%
Rerail 68.5%
Templeton 37.2%
Fixed Income 22.0%
Mutual Serics 11.5%
Institutional 29.2%

i Hybrid 17.7%
Maney Funds 1.2%

Asset Mix

S Fiductary Truse 8.4%

3.2%
0.3%

Investment Management Group

High Net Worth  2.3%

Distribution Channel



FINANCIAL CHARTS
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Gross Sales
(in billions)
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Operating
Cash Flows
{in millions)

CORPORATE PROFILE as of Seprember 30, 2006
Franklin Resources, Inc., is the holding company for various subsidiaries that, together, are referred to as Franklin® Templeron®
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Net Income

{in millions)

Investments, a global investment management organization offering investment choices under the Franklin, Templeton, Mutual Series,

Bissett, Fiduciary Trust and Darby brand names, Headquartered in San Mateo, California, we employ 7,982 people and have offices in

* 29 countries. We manage $511.3 billion in assets, comprising mutual funds and other investment alternatives for individuals, institutions,

pension plans, trusts, partnerships and others. Our common stock is listed on the New York Stock Exchange (BEN} and the London
Stock Exchange (FRK), and is included in the Standard & Poor's 300 Index. ’
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Gregory E. Johnson
President and Chief Executive Officer



LETTER TO STOCKHOLDERS

Dear Fellow Stockholders,

In the coming vear, we will mark the 60th anniversary of the organization known today as
Franklin Resources, Inc. We have grown from a handful of dedicated employees in a small office

at 64 Wall Street to a global provider of investment management solutions,

Clearly, we are a different organization today, but our core values remain the same. Just as those
original employees strove to put clients first and build enduring relationships, our current
employees embrace these same essential values. As an organization, we understand that we must
continually earn our clients’ trust by working with the highest level of integriry and delivering

quality results.

Fiscal year-end results were strong in 2006

l am pleased to share with you this annual report for the company. Diluted earnings per share
for the fiscal year ended September 30, 2006, grew 20%, to $4.86 from $4.06 in the previous
year. Market appreciation and net sales {gross sales over redemptions} increased our assets under
management by $61.4 billion during the fiscal year, helping us reach $511.3 billion as of
September 30, 2006.

These strong results came during a year that witnessed continued market volatility. Inflation
concerns, rising oil prices and ongoing conflict in the Middle East all contributed to investor
anxiety. Our broad array of investment solutions, designed to offer choices for many different
market conditions, allowed financial professionals to turn to us for a variety of investment
options suited to the personal needs of their clients. At fiscal year-end, 39% of assets under
management was in equity, 22% was in fixed income, 18% was in hybrid funds and the remainder

was in money market funds.

This diversification helps us serve investors’ needs. In addition to our range of investment choices,
our diversification by geography and distribution channel provides multiple access points for
investors around the world. We currently have offices in 29 countries and clients in approximately

150 countries; we invest in 85 countries through our sponsored investment products.

As longtime global investors, we had an early presence in many countries. For instance, our
offices in Canada, the UK, Hong Kong and Singapore started out as small research offices and
grew over time to become significant hubs for our distribution activities. Today we are seeing a

similar kind of development in emerging markets.



LETTER TD STOCKHOLDERS

For example, in 2006, Franklin Templeton Investments opened offices in Vienna and Mexico
City, and announced the signing of our first subadvisory agreement in the Mexican market.
We opened an office in Sdo Paulo, Brazil, in connection with our Darby group. We also assumed
100% ownership of our joint venture management company in Brazil. Furthermare, we continued
expanding our distribution reach into the eastern Mediterranean and the Persian Gulif nations, as

well as in Central and Eastern Europe.

As our investment management and distribution activities have become more global in nature,
our service model has evolved as well. Our transfer agent continues working toward a truly global
systems strategy. In a significant milestone this year, we established the foundation for an internal
technology platform to minimize the number of systems required to share information across

service functions, account for acquisitions of future systems and reduce overall costs.

Investment teams delivered quality and consistency over the long term

In a vear when market pressures were at times intense, the seasoned professionals in our investment
management groups remained focused on their investment objectives and the delivery of consistent

long-term resuits.

At fiscal year-end, 81% of our U.S. long-term mutual fund assets was in funds ranked in the top
two quartiles of their respective Lipper peer groups for the 1-year period, 86% for the 3-year

period, 87% for the 5-year period and 93% for the 10-year period {oldest share classes only).!

One highlight was the performance of the Mutual Series funds, which led to increased investor
awareness around the globe. In the U.S. alone, net sales into Mutual Series funds for fiscal year
2006 increased 137% compared to the prior year. By the end of this fiscal vear, the group that
runs these funds was managing $58.9 billion in assets worldwide, which represents a 31%

increase since Seprember 30, 2005.

Investment processes continued to evolve

To help our investment teams produce high quality results, we continued to refine our processes
and tools. Although risk management has always been an important element of our investment
processes, in 2006 we introduced a team dedicated to portfolio risk management. The goal of this
team is to provide portfolio managers with timely quantitative information about their investments
in different countries, industries and securities, giving them a fuller understanding of risk and

how it affects portfolio performance.




LETTER TO STOCKHOLDERS

We also implemenrted a comprehensive software suite that streamlines the investrment management
process and provides enhanced functionality for portfolio management, trading and compliance
teams. It can also serve as an informarion hub, connecting internal departments to accounting systems,

external liquidiry sources and counterparties to minimize errors and increase operational efficiencies.

To better leverage our global expertise, we formed the Franklin Templeton Fixed Income Group
to integrate the fixed income teams of Franklin Advisers, Inc. and Fiduciary Trust Company

International. The combined global platform should enhance our investment processes in this arena.

New investment solutions met mnvestors’ evolving needs

While we continued to produce steady, competitive results in many of our existing funds, we also

developed new investment solutions to meet investors’ evolving needs.

Franklin Templeton Investments introduced a series of four retirement target funds that offer asset
atlocarion strategies based on investors’ anticipated retirement dates. We believe this invesiment

solution will be especially artractive as an option for the Rollover IRA marker.

Templeton BRIC Fund is the first U.S.-based fund to offer investors dedicated access to the emerging
market economies of Brazil, Russia, India and China. The fund and its offshore versions are an
international success story, with strong sales in the Americas, Europe and Asia. Overall BRIC

fund assets totaled more than $1 billion as of the fiscal year-end.

A new fund offer (NFOY) in India for Templeton India Equity Income Fund was also successful, helping
increase the number of shareholder accounts in India to more than 1.9 million. It was our largest
NFO to date in India, and our product was the first to capitalize on changing government regulations

that raised the investment limit for mutual funds invested in overseas stocks.

In addition, we introduced several new SICAV? funds and launched Templeton Global Income
Fund and a corporate class version of Franklin Templeton U.S. Rising Dividends Fund for Canadian

retail investors.

Many of our institutional strategies were successful as well. In Australia, for instance, where we
have a long history of providing global private equity real estate, we offered Fiduciary International
Real Estate Fund 2. Our expertise in global private equity real estate positions us to capitalize on

growing interest in this asset class around the world.



LETTER 70 STOCKHOLDERS

In July, together with a local Korean bank, we established a joint venture to manage Korea
Emerging Infrastructure Fund for institutional investors. This fund, one of the largest Korean
infrastructure funds, further builds on the investment activities of our Darby group and reinforces

Franklin Templeton Investments’ expertise as a leader in private equity within emerging markets.

Locally focused teams won mandates

Because we know local markets have unique needs, we continued to develop our local asset
management capabilities. Local asset management teams are dedicated to investing in fixed
income and equity markets in specific countries on behalf of their citizens. In the spirit of “thinking
globally, acting locally,” we enhanced existing and developed new capabilities in this arena, with

operations in Korea, India, Brazil and recently, Japan.

In Japan, for instance, we continued to build our reputation as an investment manager of choice.
We successfully offered investment solutions for local clients and were also able to leverage our
expertise in Japanese equities to provide investment solutions for clients a world away, thanks to
the strength of Franklin Templeton Investments’ global distribution network. In 2006, European
investors, especially in ltaly, France, Germany and Luxembourg, showed increased interest in our

Japan Equity Fund.

We continued to build out our efforts in other areas of Asia, with some exciting changes in China.
Franklin Templeton Sealand Fund Management Co., Ltd,, our joint venture in China, was formed
in 2003 to serve the needs of local investors. In 2006, the company appointed a new CEQ who
has been charged with continuing to plant the seeds in what we believe to be a very promising
long-term market opportunity. As the choices for investing increase in China, its citizens are

beginning to understand the benefirs of murual funds.

Talented people made the difference

Our success hinges on the persistence and dedication of talented people around the world—nearly
8,000 employees in 29 countries. Whenever 1 visit any of our global offices, from Hong Kong to
Toronto, Frankfurt to Short Hills, [ am impressed not only by the grear work employees are

doing, but also by the way they continue to support the core values of this firm.



LETTER TO STOCKHOLDERS

As you read our annual report, you will have an opportunity to meet some of our talented people.
This group helps bring our investment experrise to investors in the Americas, Europe, the Middle
East, Africa and the Asia-Pacific region, and their efforts are a good indication that the principles
on which our organization was founded do indeed travel well. It is an honor to work with such
a strong team, and we believe you will be interested in their perspectives on how the firm is

expanding its global reach.

We are pleased to be entering 2007 in a strong financial position and excited about the opportunities
for growth. Over the course of the coming year, our aim will be to continue positioning Franklin

Templeton Investments as a global investment management organization of choice.

Thank you for your confidence and support.

Sincerely,

Gregory E. Johnson

President and Chief Execurive Officer
Franklin Resources, inc.

At the printing of this annual report, we received the sad news that an important member of the
Franklin Templeton Investments family had passed away. Harmon Burns joined us in 1973 and wore
many bats over the years as the company continued to grow. Harmon was to me a teacher, colleague,
mentor and friend. Any success of ours is due in part to bis contributions. We will miss bim greatly.

1. Source: Lipper® Inc., 3/30/06, Of the eligible Franklin Templeton U.S. long-term mutual funds tracked by Lipper, 33, 47, 49 and 40
funds ranked in the top quartile and 41, 25, 24 and 20 funds ranked in the second quarttle, for the 1-, 3-, 5- and 10-year periods,
respectively, for their respective Lipper peer groups. Lipper figures do not include sales charges or expense subsidization by the manager.
Results may have been different if these or other factors had been considered. Past performance does not guarantee future results.

2. Franklin Templeton Investments” foreign-sold SICAV (Société d'investissement a capital variable) line, Franklin Templeron Envestment
Funds, is domiciled in Luxembourg and is registered in 30 countries for public distribution and in 3 countries for qualified investors.
[t is a collection of 52 funds with 6 different types of share classes that have cammeon administration and inter-fund exchange privileges.



WE COVER THE WORLD
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Franklin Templeton Investments’
global reach uniquely positions us to
distribute our investment expertise
to clients, no matter where they are

in the world.

THE AMERICAS

BUENQS AIRES
CALGARY
EDMONTON

FORT LAUDERDALE
FORT LEE

HALIFAX

LOS ANGELES
MEXICO CITY
MIAMI

MONTREAL
NASSAU

NEW YORK CITY
RANCHC CORDOVA
RIC DE JANEIRO

ST. PETERSBURG
SALT LAKE CITY
SAN MATEQ

SAD PAULO
SHORT HILLS
TORONTO
VANCOUVER
WASHINGTON, DC
WILMINGTON
WINNIPEG



SAN MATEQ LONDON HONG KONG

EUROPE AMSTERDAM ISTANBUL ASIA-PACIFIC BELING
MIDDLE EAST BRUSSELS JOHANNESBURG CHENNAI
AFRICA DUBAI LONDON HONG KONG
DUBLIN LUXEMBOURG HYDERABAD
EDINBURGH MADRID MELBOURNE
FRANKFURT MILAN MUMBAI
GENEVA MOSCOW SECUL
PARIS SHANGHA)
STOCKHOLM SINGAPCRE
VIENNA SYDNEY
WARSAW TOKYO
ZURICH
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THE AMERICAS @ @ @

SAN MATEQ LONDON HONG KONG

From the well-developed markets of the United States and Canada to

the growing markets in Mexico and Brazil, the Americas represent a
great diversity of opportunities. In North America, the retirement of the
baby boomers is just on the horizon, while in Central and South
America, a new middle class is emerging and regulatory reform is

increasing its investment options.



International Retail

BILL PINGLETON
St. Petersburg

14

THE AMERICAS

With aur worldwide reach,
large glabal distributors
are more likely to partner
with us. We can leverage
overall relationships beyond
one country, which makes
business more efficient for
both sides.

U.S. and
International Retail

PETER JONES
St. Petersburg

ALISON BAUMANN
San Mateo

DAN O'LEAR
Short Hills

International Retail

The breadth and depth of
our investment capabilities
allow us to offer multiple
investment solutions to
clients. With U.S. investors
allocating more of their dollars
internationally, financial
advisors have especially
appreciated our expestise in
this area and the range of
solutions we can offer.

MICHEL TULLE
Sdo Paulo




BUENQS AIRES
CALGARY
EDOMONTON

FORT LAUDERDALE
FORT LEE
HALIFAX

LCS ANGELES
MEXICO CITY
MIAMI

MONTREAL
NASSAU

NEW YORK CITY
RANCHO CORDOVA
RIC DE JANEIRC

ST. PETERSBURG
SALT LAKE CITY
SAN MATED

SAD PAULO
SHORT HILLS
TORONTO
VANCOUVER
WASHINGTON, DC
WILMINGTON
WINNIPEG

" The growth in Latin America’s
mutual fund industry has
been amazing. In fiscal year
2006, more investors in the
region turned to mutual funds
to help them meet their
financial needs, reflecting
the ongoing maturation

of markets in Brazil and
Mexico, especially.

Canadian Institutional

HARRY MARMER
Toronto

We can walk into a client's
office and offer Canadian
expertise or the expertise of our
Japanese investment team in
Tokyo. Each of our mandates

is backed by the name and
reputation of Franklin Templeton
Investments, and gur investors
know and trust that name.

High Net Worth

M GOODFELLOW
New York City

HEMRY JOHNSON
New York City

Fiduciary Trust clients have
complex needs that require

a personalized approach.
Franklin Templeton investments’
global breadth strengthens

our dedivery of investment and
advisary solutions.
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EUROPE @ @ @

MIDDLE EAST SUMATEO LONOON 4O 0nG
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Western Europe is home to many well-established mutual fund
markets, but the nature of investing is changing due to widespread
pension reform and a move toward open architecture in the mutual
fund industry. Eastern European countries have undergone dramatic
change in recent years, and there are many exciting opportunities to
introduce fund investing to people there. We've continued to expand
our efforts in the Middie East and Africa as well, offering solutions

for both institutional and retail investors.
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EUROPE
MIDDLE EAST
AFRICA

International Retail

JED PLAFKER
San Mateo

HARSHENDU BINDAL
| .
Dubai

In the Europe/Middle East/Africa
region, we are one of the most
respected investment management
organizations as weli as being
considered one of the most pure
and professional asset managers
with a broad range of investing
capabilities.

International Retail

SERGIO ALBARELLI
Milan

FRANGCOIS CARLOTTI
Paris

Even with the local presence

of a number of large financial
services firms in Europe,
Franklin Templeton Investments
is the preferred distribution
partner for several major
independent financial advisor
networks. Our clients recognize
the value of our international,
on-the-ground investing presence.

International Retail

REINHARD BERBEN
Frankfurt

HANS WISSER
Frankfurt




German investors perceive

us as highly competent,
particularly in the areas of
global equities and global
bonds. The Franklin Templeton
Investments brand enjoys a
strong reputation for excellence
in research.

Institutional

DAVID SMART
London

BIL.L BABTIE
London

Because of aur global
presence, we are able to
serve global businesses
from multiple locations, and
that gives us a competitive
advantage. For instance,

we manage pension money
for a client with operations
in the United States, Europe
and Asia.

AMSTERDAM
BRUSSELS
DUBA}

DUBLIN
EDINBURGH
FRANKFURT
GENEVA
ISTANBUL
JOHANNESBURG
LONBON

LUXEMBOURG
MADRID
MILAN
MOSCOW
PARIS
STOCKHOLM
VIENNA
WARSAW
ZURICH

International Retail

JAMIE HAMMOND

Londen

KATHLEEN DAVIDSON

Edinburgh

As consolidation gathers
pace in the asset management
sector, our multiple investment
advisor lineup makes us an
attractive partner for banks
and insurance companies
that were previously closed
te third-party funds.

19
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ASIA-PACIFIC @ @ @

SAN MATEQ LONCON HONG KONG
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With a young, growing popuiation that is very good at saving money,
the Asia-Pacific region is an exciting place for an investment
management firm to be. The mutual fund industry is just emerging in
many countries, and investors are beginning to learn the advantages

of long-term investing.
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ASIA-PACIFIC

International Retail

MARK BROWNING
Seoul

VIVEK KUDVA
Mumbai

22

Indian retail investors are
becoming more interested in
equity strategies in general
and increasingly comfortable
about investing in mutual
funds. Our success in fiscal
year 2006 is recognition of
the track record we have
built up in India over the
past nine years.

Local Asset Management

STEPHEN DOVER
San Mateo

Our investment expertise
in areas such as emerging
market debt, core plus and
high-yield fixed income,
private equity real estate,
global equity, emerging
market private equity and
Indian equities {which also
speaks to the experctise of
our local investment teams)
makes us unique in the
marketplace.




Institutional

WAYNE SHUM
Hong Kong

MARIA WILTON

Melbourne

JACK LIN
Hong Kong

Being part of a global
organization gives us greater
perspective and allows us to
capitalize on trends as they
emerge around the world.
For example, our presence in
Australia, which has always
been ahead of the curve
when it comes to real estate
investing, has been a
valuable resource for our
portfolio teams.

fapanese Retail
Institutional

BEIJING
CHENNAI
HONG KONG
HYDERABAD
MELBOURNE
MUMBAI
SEOUL

SHANGHAI
SINGAFORE
SYDNEY
TOKYOD

tocal Asset Management

KOZO MATSUMOTO

Tokyo

Our Japanese investment
teams have benefited greatly
from the distribution resources
of the global organization. In
fiscal year 2006, we reached
more investors with our
strategies, which was made
possible by strang performance
and the global reach of our
sales and marketing network.

23



OUR COMPANY AT A GLANCE

We offer the expertise of six distinct investment groups supported by the strength

of one organization. Across all these groups, guality independent research remains

at the core of our expertise. Backed by Franklin Templeton Investments' global

reach and extensive human and technological resources, each of these teams can

generate innovative investment ideas to meet a broad range of client needs.

Franklin
Since 1947

Franklin is a recognized
leader in fixed income
investing and also
brings expertise in
growth- and value-style
U.5. equity investing.

d]

WALL® S

Templeton
Since 1940

Templeton pioneered
international investing
and, in 1954, launched
what has become the
industry’s oldest global
fund. Templeton offers
investors a truly

global perspective.

Mutual Series
Since 1949

Mutual Series is
dedicated to a unique
style of value investing,
searching aggressively
for opportunities among
undervalued stocks,

as well as arbitrage
situations and
distressed secyrities.

< GAIN FROM OUR PERSPECTIVE® >




| SAN MATEQ LONDON HONG KONG

. Bissett

Fiduciary Trust Darby

: Since 1982 Since 1931 Since 1994

'_ Bissett provides a Fiduciary Trust provides Darby sponsors
bottom-up investment investment management and manages private

- research and growth and related services equity and mezzarine

at a reasonable price to high net worth emerging markets

(GARP) investment individuals, families funds for institutional

‘1; shyle to the and institutions. investors and high net

. Canadian market. worth individuals.
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Bo!ard of Directors {left to right): Louis E. Woodworth, Chartes Crocker, Rupert H. Johnson, Jr., Peter M. Sacerdore,
Anne M. Tatlock, Robert ID. joffe, Charles B. Johnson, Thomas H, Kean, Laura Stein, Chutta Ratnathicam, Samuel H. Armacost,
Joseph R. Hardiman, Harmon E. Burns

Our dear friend Harmon Burns passed away on November 8, 2006.
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DIRECTORS AND OFFICERS

DIRECTORS

Harmaon E. Burns
Charles B. Johnson
Rupert H. Johnson, Jr.
Anne M. Tatlock

Samuel H. Armacost

Chairman of the Board

SRI International

(independent nonprofit technology
research and development organization)

Director

Chevron Corporation

Del Monte Foods Contpany
Exponent, Inc.

Callaway Golf Company

Charles Crocker

Chairman and CEQ

Crocker Capital

{private venture capital firm)

Director

Teledyne Technologies Incorporated
Fiductary Trust Company International

Joseph R. Hardiman

Direcror

Broadwing Corporation

Brown Investment Advisory ¢
Trust Compary

Former President and

Chief Executive Officer

National Association of Securities
Dealers, Inc.

The Nasdaq Stock Market, 1nc.

Robert D, Joffe

Presiding Partmer

Cravath, Swaine & Moore LLP

{law firm)

Director

Fiduciary Trust Company International

As of Qcrober 31, 2006,

Thomas H. Kean

Chairman

The Robert Wood Joknson Foundation
thealth and healtheare philanthropic
foundation]

Former President

Drese University

Former Governor

State of New fersey

Director

Aramark Corporation

Hess Corporation

CIT Group Inc.

Fiduciary Trust Company International
The Pepsi Bortiing Group, Ine.
UnitedHealth Group Incorporated

Churtta Ratnathicam

Former Senior Vice President and CFQ
CNF Inc.

Former CEQ

Emery Worldwide

Peter M. Sacerdote

Chairman

Whale Rock Capital Management, 1LC
(capital management firm}

Director

Qualcomm hicorporated

Laura Stein

Senior Vice President—General Counsel
Secretary

The Clorox Company

Louis E. Woodworth
President

Alping Corporution
{private investiment firm)

OFFICERS

Charles B. Johnson
Chairman of the Board

Member—Office of
the Chairman

Harmon E. Burns
Vice Chairman

Member—Office of
the Chairman

Rupert H. Johnson, Jr.
Viee Chairman
Member—Qffice of

the Chairman

Anne M. Tatlock
Vice Chairman
Member—Office of
the Chairman

Gregory E. Johnson
President
Chief Executive Officer

Vijay C. Advani
Executive Vice President—
Global Advisor Services

Penelope . Alexander

. Vice President

Human Resources—U.S.

Jennifer ]. Bolt
Executive Vice President—
Operations and Technology

Rick Frisbie, Jr.

Senior Vice President

Chief Administrative Officer

Holly E. Gibson

Vice President

Corporate Commurtications

Barbara J. Green
Vice President

Deputy General Counsel
Secretary

Donna S. [keda
Vice President
Human Resources—
International

Leslie M. Kratter
Senior Vice President
Assistant Secretary

Kenneth A. Lewis
Senivr Vice President
Chief Financial Officer
Treasurer

John M. Lusk
Executive Vice President—
Portfolio Operations

Murray L. Simpson
Executive Vice President

Craig S. Tyle
Execurive Vice President
General Counsel
William Y. Yun

Executive Vice President—
[nstitutional
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Lo . - SR PARTI - : - -

Forward- lookmg Statements In addmon to historical mformanon this Annual Report on Form 10-K
contains forward-looking statements that involve a number of known and unknown risks, uncertainties and
other important factors, including the risks and other factors discussed in the sections entitled “Risk
Factors” and "‘Management’s Discussion and Analysis of Financial Condition and Results of Operations”
(“MD&A”), that could cause the actual results and outcomes to differ materially from any future results or
outcomes expressed or implied by such forward- -looking statements. When used in this report, words.or
phrases generally written in the future tense and/or preceded by words such as. “will”, “may”, “could”
“expect”, “believe”, “anticipate”, “intend”, or other similar words are “forward- looking statements”
defined in the Private Securities Litigation Reform Act of 1995. Moreover, statements in RlSk Factors,
MD&A and elsewhere in this report that speculate about future events are “forward-looking statements”,
While forward-looking statements are our best prediction at the time that they are made, you should not rely
on them If a circumstance occurs after the date of this Annual Report on Form 10-K that causes any of our
forward looking statements to be 1naccurate we do not have an obligation, and we undertake no obligation,
to announce publicly the change to our expectations, or to make any revision to our forward-looking
statements, unless required by law. . : :

Iteml. Business. . e " ' .
GENERAL '

Franklm Resources Inc. (“Franklin Resources Inc.” or the “Company "} is an investment management
company, which is regulated as a bank holding company under the Bank Holding Company Act of 1956, as
amended (the “BHC Act”), and has elected to be a financial holding company under the Gramm- Leach-
Bliley Act (the “GLB Act”). Through our wholly-owned direct and indirect subsidiaries, we provide
investment management and fund administration services ((investment management services”) to open-end
and closed- end investment companles (including our own family of retail mutual funds), msmutlonal
accounts, hlgh net—worth families, individuals and separate accounts in the United States (“U.S. ™) and
internationally. Our ‘sponsored investment prpducts include a broad range of domestic (U.S.) and g]obal/
international equity, hybrid, fixed-income and money market mutual funds, as well as other investment
products, which are sold to the public under the Franklin, Templeton, Mutual Series, Bisseut, Fiduciary
Trust and Darby brand names. As of, September 30, 2006, we had $511.3 billion in. assets under our
management with approxlmately 17.7 mllhon billable shareholder accounts worldwtde In support of our
primary ‘business and operating segment, we prov:de investment management services and other related

r Y

services, including shareholder services, transfer agency, underwriting, distribution, custodial, trustee and

other fiduciary services (collectively “investment management and related services”). In our secondary
business and operating segment, banking/finance, we provide clients with select retail-banking and
consumer lending services through our bank subsidiaries. The common stock of the Company is traded on
the New York Stock Exchange (“NYSE”) under the  ticker symbol . “BEN" and on the London Stock
Exchange under the ticker symbol {FRK", and is included in the Standard & Poor’s 500 Index. The
“Franklin® Templeton® Investments” brand name refers to Franklln Resources, Inc. and its sub31d1ar1es

(collectively “Franklin Templeton Investments™). In this report, words ‘such as “we”, “us”, “our” and similar
terms-collectively refer to Franklin Resources, Inc. and its subsidiaries.

COMPANY HISTORY AND ACQUISITIONS

Franklin Templeton Investments and its predecessors have been engaged in ‘the investment
management ‘and related services business since 1947, Franklin Resources, Inc. was incorporated in
Delaware in November 1969. We ariginated our mutual fund business with the Franklin family of funds,
which is now known as the Franklin Funds. We expanded our business, in part by acquiring companies
engaged in the investment management and/or related services business.
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In October 1992, we acquired substantially all ‘of the assets and liabilities of the investment
management and related services business of Templeton, Galbraith & Hansberger Litd. This acquisition
added the Templeton family of funds to our organization. The Templeton funds are known for their

mtematlonal and global investmeént strategies and value style of i 1nvest1ng

B T S P Sy e e duin o SN M SR s ap ety o

In November 1996, we acquired certain assets and liabilities of Heine Securities Corporation, which
provided investment management services to various accounts and investment companies, including Mutual
Series Fund Inc., now 'known as Franklin Mutual Senes Fund Inc. (“Mulual Senes”) Mutual Series 1s
known for its value oriented equuy funds

" 'We expanded our business in Korea in July 2000 when we purchased all of the remaining outstanding
shares of a Korean asset management company, Ssangyong Templeton Investment Trust Management Co.,
Ltd. (currently known as Franklin Templeton Investment Trust Management Co., Ltd.), in which we
previously held a partial interest. With assets under management of approximately $3.6 billion in Korea as

of September 30 2006, we are now one of the larger independent forelgn money managers in that country.

We acquired all of the outstanding shares of Bissett & Associates Investment Management Ltd.
(“Biscert”) in October 2000. Bissett now operates as part of our Canadian subsidiary, Franklin Templeton
Investments Corp. With the, additiongof: Bissett, we added Bissett’s family of mutual-funds to our existing

. W\Canadlﬁﬁit?é?é‘ﬂffunds (some of which we previously acquired as part of the Templeton family of funds) and

expanded our investment management services throughout Canada to a broad range of clients, including
institutional chents such as pension plans, mun1c1pa11t1es umversules charitable foundatlons and private
clierits.

In April 2001, we acquired Fiduciary Trust Company International, a bank organized under the New
York State Banking Law (“Fiduciary Trust”). Following the acquisition, Fiduciary Trust became 'a wholly-
owned subsidiary of Franklin Resources, Inc. Fiduciary Trust provides investment management and related
services to institutional clients and high net-worth families and individuals. With the acquisition of
Fiduciary Trust, we also added Fiduciary Trust’s U.S. and non-U.S. mutual funds to our product line.

In July 2002, our subsidiary, Franklin Templeton Asset Management (India) Private Limited, acquired
all of the outstanding shares of Pioneer ITI AMC Limited (“Pioneer”). Pioneer was an Indian asset
management company that had approximately $800 million in assets under managémént as of the purchase
date. The dcquisition has made us one of the largest privaté sector asset managers in India, with assets under
management of’ apprommately $5 billion, and approx1mately 1.9 mllhon shareholder accounts as of
September 30,2006. © © v , . :

In October 2003, we acquired Darby Overseas Investments, Ltd. and Darby Overseas Partners, L.P.
(collectively, “Darby”). We had previously owned 12.66% of Darby. Darby, based in Washington, D.C.,
sponsors and manages funds for institutional mvestors "and ‘high net-worth individuals that invest primarily
in emerging markets, private equity and mezzanine finance transacuons mcludlng regional and specialized
sector funds. '

In July 2006, we completed the purchase of all of the remaining interests in a Brazilian asset
management company, Bradesco Templeton Asset Management Ltda., in which we previously held a partial
interest. Upon acquisition, the company was renamed Franklin Templeton Investimentos (Brasil) Ltda. and
is licensed to manage investment products in Brazil. The acquisition resuited in the addition of
approximately $0.2 billion in assets under management as of the acquisition date.




LINES OF BUSINESS : e .
L Ini'estment Management and Related Services o

We derive substantially all of our revenues from provxdmg investment management and related

services to our retail mutual funds, and to lnstltutlonal high net-worth and separately- managcd accounts and
other investment products. Our revenues depend to a largc extent on the amount of assets under
management. Underwriting and distribution fees, also a large source of revenue, consist of sales charges and
comrissions derived from sales of our sponsored investment products and distribution fees. When used in
this report, unless the context otherwise makes. clear, the term “funds” means all of the Franklin, Templeton,
Mutual Series, and Bissett mutual funds; similarly, unless the context otherwise makes clear, “sponsored
investment products” means all of the funds together with closed-end investmept’companies, foreign-based
investment products, and other U.S. and international private, institutional, high net-worth and separate

accounts,
| L o S ’ )

A.  Assets Under Management (“AUM”)

Fees for providing investment management and fund administfation services (“investment manégement
fées”), a large source of ‘our revenue, are generally based upon the monetary value of assets in the accounts
that we advise. As of September 30, 2006, the types of asséts under management by investment category
held by investors on a worldwide basis were: ) '

Type of Asset e . Lo Value in Bilions % Total of AUM
Equity

Growth potential, income potential or various combmatlons b

Cthereof .. ... e .. $302.0 59.1%

. Fixed- Income R .. S o '
Both long-term and short—term ........................... $l 12. 4 22.0%
Hybrid ' . ' N )
Asset allocation, balanced, flexiblé and income-mixed funds e $ 90.6 17.7%

Money Market .. ) - S : .. i s v
Short-term liquid assets .................. R e % 63 - 1.2%

Broadly speaking, the change in the net assets of the sponsored investment products depends primarily
upon two factors: (1) the increase or decrease in the market value of the securities held in the portfolio of
investments; and (2) the level of sales (inflows) as compared to the level of redemptions (outflows). We are
subject to the risk of asset volatility, resulting from changes in the dbme_stic and global financial and equity
markets. In addition, because we generally derive higher revenues and income from our equity assets, a shift
in assets from equity to fixed-income and hybrid funds reduces total revenue and, thus; net'income. Despite
such a risk of volatility, we believe that we are more competitive as a result of the greater diversity of
sponsored investment products available to our customers.

B. Types of Investment Management and Related Services o ' :

A majority of our revenues are derived from providing investment management and related services to
our sponsored investment products ‘We adv1sc manage and 1mplement the investment and administrative
activities necessary to operate our U.S.-registered open-end and closed-end funds or series, separately-
managed accounts and our many non-U.S. based sponsored investment products.

M . - - o I . B
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I. Investment Management Services

We earn investment management fees by providing investment, management services pursuant to
agreements with each sponsored mvestment product, 1nc1udmg each fund, or, if appllcable each person or
legal entity acting on behalf of a sponsored investment product This businéss is primarily conducted
through our dll‘CCt and indirect subsrdtanes meludmg, among others, the followmg

B v

Fiduciary International, Inc., a registered-investment adviser under ‘the Invéstment Advisers Act of
1940, as' amended (the “Advisers Act”), provides' investment managément services to certain of our
sponsored investment products 1nclud1ng separate accounts for institutional chents

. deew at v e P P - .-
Flduc1ary Investment Managcment Internaticnal, Inc., a registered investment adviser under the Advisers
Act, provides investment management services to separate accounts for institutional and private clients;

Fiduciary Trust, a New York state-chartered bank, provides investment management, custody and
related services to high net-worth individuals, families and institutions;

Fiduciary Trust Company of Canada ("FTCC”), a registered foreign equivalent investment adviser
with many of the Canadian provincial and terrltonal securities commissions, provides investment
management services to certain Canadian reglstered retail funds and to separate accounts for private clients
primarily in Canada; L , A )

Fiduciary Trust International Limited, a registered investment adviser under the Advisers Act and a
registered foreign equivalent investment adviser in the United Kingdom (“U.K.”), provides investment
management services to certain of our funds and separate accounts for institutional and private clients; .

Franklin Advisers, Inc., a registered investment adviser under the Advisers Act, provides investment
managernent services to certain of our funds, non-affiliated entities and institutional and separate accounts;

Franklin Advisory Services, LLC, a reglstered investment adviser under the Advisers Act, provides
investment management services to certain of our, funds and to certain non- affiliated entlt.lles,

Franklin Investment Advisory Services, LLC, a registered investment adwser under the Advisers Act,
provides investment management services to fund clients;

Franklin Mutual Advisers, LLC, a registered investment adviser under the Advisers Act, provides
investment management services to the Mutual Series funds and also to certam other funds;

Franklin Templeton A]temauve Strategles Inc.,a reglstered investment adviser under the Advisers Act
and a registered Commodity Pool’ Operator under the. Commodity Exchange Act, provides investment
management services to certain of our. sponsored investment, products with mandates in alternative

investments; _ ‘ 7 . . ‘ coL .

' '

Franklin Templeton Asset Management (IndiaiuPrivate Limited, an “Asset Management Company”
approved by the Securities and Exchange Board of India, provides investment management services to
certain of our funds and to institutional and private accounts in India and other jurisdictions;

Frankhn Templeton Asset Management S. A, a regtstered foreign equlva]ent investment adviser in
France, provides 1nvestment management services to certam of our funds and separate accounts;

Franklin Templeton Institutional, LLC (“FT I”), a registered investment adviser under the Advisers Act,
provides investment management services to institutional clients and certain of our sponsored investment
products;




Franklin Templeton Investimentos-(Brasil) Ltda.,.a registéred- foreign. equivalent of an investment

adviser in Brazil, provides investment management services to certain of our sponsored investment products
and separate accounts in Brazil, oo Ce e '
. v ! T . R
Franklin Templeton Investment Management Limited, a registered foreign equivalent investment
adviser in the UK. and a registered investment adviser under the Advisers Act, provides investment
management services to certain of our.investment companies registered in‘the United States' and in forelgn
_]l.ll‘lSCllCthIlS mcludrng Europe and separate accounts; - - - e
f ' - D .ot ¢ . - ' .- v o1 ‘. - .
Franklin Templeton *Investment Trust'Management Co,,. Ltd., a .régistered foreign. equivalent
investment advisér in Korea, provxdes investment management servnces to: equtty and ﬁxed income
products; o ' . L. : :
\ ‘ . . . f - o
Franklm Templeton | Investments (Asm) Limited, a reglstered tnvestment adv1ser under the Advrsers
Act and a foreign equivalent of an investment adviser in Hong Kong; provides’ investment management
services to certain of our sponsored investment products and to institutional and private accounts in Hong
vKong and other jurisdictions; ; Lo . R R A :

H ’ v . “~ N . v vt
Fr_anklin Templeton Investments Australia.Limited, a registered foreign equivalent investment adviser

in Australia, provides investment management services to institutional clients in Australia;

Franklln Templeton Investments Corp a registered forelgn equtvalent investment adviser with many
of the Canadian provincial and territorial securities, commissions, a.mutual fund. broker/dealer with the
"Ontario Securities Commission and Alberta Securities Commtssnon and. an investment .adviser under the
Advisers Act, provides investment management and related services to Canadian reglstered retail funds and
investment management services to certam institutional and separate accounts;. - ., ‘

T VI . -
Franklin Templeton Investments Japan lented an authorized manager in Japan Wthh is a reglstered
foreign equivalent investment.adviser, provides investment management services to certain of our funds and

separate accounts in Japan and manages and sub-advises Japan equity funds that are sold in other reglons

Franklin Templeton Portfolio Advisors, Inc., a registered investment adviser under the Advisers Act,
provides investment management-services to,separate accounts and in connection with third party broker/
dealer separately managed accounts or “wrap fee” programs; . S -

Templeton Asset Management Ltd a reglstered investment adv1ser under, the Adwsers Act and a
registered foreign equivalent investment adviser in Singapore and.Hong Kong, provides. investment
management- services to certain Templeton “developing market” funds .and portfolios, and investment
management services,to institutional and private accounts in Singapore, Hong Kong and other jurisdictions;
L ca o 1

Templeton Global Advrsors L1m1ted a reglstered 1nvestment adv1ser under the Advrsers Act and a
registered foreign equivalent investment adviser in The Bahamas provldes investment management services

to certain of our funds and institutional and: separate accounts; and g s
el . ‘ [0l T . . " .

Templeton Investment Counsel, LLC, a registered investment adviser under the Advisers Act, provides

investment management services te certain of our funds-and to institutional and private accounts. L

Our subsidiaries conducting investment management services perform investment research and
determine which securities the U.S.-registered open-end and closed-end funds will purchase, hold or sell
under the -supervision and- oversight of -the funds’-boards-of directors or trustees. In addition,” these
subsidiaries take all steps necessary to implement such decisions, including selecting brokers and dealers
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and executing and settling trades in accordance with detailed criteria set forth in the management agreement
for each fund, internal policies, and applicable law and practice. In addition, certain of our subsidiaries
provide similar investment management services to a number of non-U.S. open-end and closed-end

investment companies. We also provide certain investment management services to U.S. and non-U.S.
separate and institutionalt accounts.

Generally, the funds themselves have no paid employees. Through our subsidiaries, including Franklin
Templeton Companies, LLC and Franklin Templeton Services, LLC (“FIS”), we provide and pay the
salaries of personnel who serve as officers of our U.S.-registered open-end and closed-end funds, including
the administrative personnel necessary to conduct such funds’ day-to-day business operations. FTS either
provides or arranges for the provision of: office space, telephone, office equipment and supplies; trading
desk facilities (unless these facilities are provided by another subsidiary); authorization of expenditures and

approval of bills for payment; preparation of annual and semi-annual reports to fund shareholders, notices -

of dividends, capital gains distributions and tax credits, and other regulatory reports; the daily pricing of
fund investment portfolios, including collecting quotations from pricing services; accounting services,
including preparing and supervising publication of daily net asset value quotations, periodic earnings reports
and other financial data; services to ensure compliance with securities regulations; including recordkeeping
requirements; preparation and filing of tax reports; the maintenance of accounting systems and controls; and
other administrative services. In some cases FTS is compensated, based on a percentage of assets under
management, under separate administration agreements with the funds. In other cases, FTS is compensated
by our investment management subsidiary from the fees received from our funds and clients. The funds
generally pay their own expenses, such as ‘external legal, custody and independent audit fees, U.S.
Securities and Exchange Commission (“SEC”) and state registration fees and other related expenses The
funds also share in board and shareholder meetmg and repomng costs.

Our investment management services include fundamental investment research and valuation analyses,
including original economic, political, industry and company research (including the utilization of such
sources as company public records and activities, management interviews, company prepared information,
and other publicly available information, as well as’ company visits and inspections), and analyses of
suppliers, customers and competitofs. In-addition, research services provided by brokerage firms are used to
support our findings.

Investment management services are provided pursuant to agreements in effect with each of our U.S.-
registered open-end and closed-end funds. Agreements are in effect with foreign-registered funds and
separate and institutional accounts. In general, the investment management agreements for our U.S.-
registered open-end and closed-end funds must be renewed each year (after an initial two year term), and
must be specifically approved at least annually by a vote of each fund’s board of directors or trustees as a
whole and separately by’ the directors/trustees that are not interested persons of such fund under the
Investment Company Act of 1940, as amended (the “ '40 Act™), or by a vote of the holders of a majority of
such fund’s outstanding voting securities. Foreign- reglstered funds and separate and 1nst1tut10na] accounts
have various termination nghts and review and renewal provisions. :

Under the majority of investment management agreements, the U.S.-registered open-end and
closed-end funds pay us a fee payable monthly in arrears based upon a fund’s average daily net assets.
Annual fee rates under thé various global investment management agreements generally range from 0.15%
to a maximum of 2.50% and are often reduced as net assets exceed various threshold levels.

We use a “master/feeder” fund structure in certain situations. This structure allows an investment
adviser to manage a single portfolio of securities at- the “master fund” level and have multiple “feeder
funds” that invest all of their respective assets into the master fund. Individual and institutional shareholders
invest in the “feeder funds” which can offer a variety of service and distribution options. A management fee
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typically is charged at-the master fund level, and administrative and shareholder servicing fees are charged
at the feeder fund level, alt.hough w1th certain funds all fees may be charged at the feeder fund level only.

. Each U.S. mvestment management agreement between certain of .our sub31d1ar|es and each fund
automaucally terminates in the event of its “assignment”, as defined in the '40 Act. In addition, either party

may terminate the agreement without penalty after written notice ranging from 30.to 60 days. If agreements
representing a significant portion of our assets under. management were:terminated, it would have a material
adverse impact on us. To date, none of our agreements with any of our retail funds has been involuntarily
termmated . et ‘ . ]

. Our mvestmen; _Mmanagement agreements permit us to provide investment management services to
more than one fund so long as our ability to render services to each of the funds is not impaired, and so long
as purchases and sales of portfolio securities for various advised funds are made on an equitable basis.

Our management personnel and the fund directors or trustees regularly revrew the investment
management services fee structures in light of fund performance the level and range of services provrded
industry conditions and other relevant factors. Investment management services fees are generally waived or
voluntarily reduced when a new. fund is established and then increased to contractual levels within an
estabhshed timeline or as net asset values reach certam levels . . C e
- . P I

2. Underwriting and Distriburion

A significant portion of our revenues under the investment management and related services operatmg
segment are “generated from" providing underwriting and’ distribution services. Franklin/T empleton
Distributors, Inc. (“FTDI”), a wholly-owned subsidiary of the Company, acts as the principal underwriter
and distributor of shares of most of our U.S.-registered open-end funds. Certain of our foreign subsidiaries
provide underwriting and distribution services to our non-U.S.-registered funds in.Canada and in Europe.
We earn underwriting and distribution fees primarily by distributing the funds pursuant to distribution
agreements between FTDI and the funds. Under each distribution agreement, we offer and sell the fund’s
shares on a continuous basis and pay certain costs associated with underwriting and distributing the fund’s
shares,. including the costs of developing and producing sales literature and printing prospectuses, which
may be then either parual]y or fully relmbursed by the funds. : : o

Most of our U.S. and non-U.S.-registered retail funds are drsmbuted wrth a multi-class share structure
We adopted this share structure to provide investors ‘with greater sales charge alternatives for their
investments. Class A shares represen{ a traditional fee structure whereby, in most cases, the investor paysa
commission at the ume of purchase unless minimum investment criteria are met. Class B shares, which are
available in some of our non-U.S. funds, have.no front-end sales charges, but instead have a declining
schedule of sales charges (called contmgent deferred sales charges) if the investor redeems within a number
of years from the original purchase date. The U.S. funds that had offered Class B shares ceased offenng
these shares to new investors and existing shareholders effective during the guarter ended March 31,°2005.
Exrstmg Class B shareholders may continue to exchange shares into Class B shares of different funds.
Existing Cla_ss B shareholders may also continue to reinvest dividends on Class B shares in additional Class
B shares. Class C shares have no front-end sales charges, but do have a back-end sales charge for
redemptions’ within 12 months from'the date of purchase. Class R’ shares ‘are available for purchase by
certain retirement, college savings and health savings plan accounts in the United States only. Qutside of the
United States, we offer additional share classes to respond to local needs.

In the United States, we offer Advisor Class shares in many of our funds, and we offer Class Z shares
in the Mutua] Series funds on' a limited basis, both of which have no sales charges. Franklin Global Trust
offers elght series of funds, seven of which are sold with no sales charge pnmanly to high net-worth or
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institutional investors. The Advisor and Class Z shares are available to our current and former officers,
trustees, directors and full-time employees and are also offered. to institutions and to investment
management clients (both affiliated and unaffiliated) who have assets held in accounts managed by an
investment management subsidiary of the Company. In the United States, we also sell money market funds
to investors without a sales charge. Under the terms and conditions described in the prospectuses or the
statements of additional information for some funds, certain investors can purchase shares at net asset value
or at reduced sales charges. In addition, investors may generally exchange their shares of a fund at net asset
value for shares within the same class of another fund without having to pay additional sales charges.
Outside the United States, we offer share classes similar to the Advisor Class shares to certain types of
investors, although depending upon the fund and the country(ies) in which the fund is domiciled and/or may
be offered the non-U.S. share‘class may be offered on'a more restrictive or less restrictive basrs than the
similar U.S. Adwsor Class shares

Some of our insurance product funds offered for sale in the United States offer a three-class share
structure, Class 1, Class 2, and Class 3 shares, which are offered at net asset value wrthout a sales charge
drrectly to msurance company separate accounts (the shareholder)

“Globally, we offer types of share cldsses based on the local needs of the investors in a particular
market. In the majority of cases, investors in any class of shares within the United States or globally may
exchange their shares for a like class of shares in another fund, subject to certain fees that may apply.

. The following table summarizes the sales charges and distribution and service fee structure that
generally apply to vanous share classes of our U.S. reglstered retail funds; however there are excepnons to

this schedule for some funds _ _ - S

Sales Charges and Drsmbutron ana' Servrce Fees that General!y Apply to U.S. Regrstered Retail Fi unds

'
. [

Class A Shares Class B Shares (c) Class C Shares (d) Cla.ss R Sham

f

US Retail Funds .

Maximum Sales Charge at Trme of oL : C . v
Investment : . : - L - Co
EqQuity......ccovieeiniinaa, 5.75%(a) 0.0% - 0.0% 0.0% .
Frxed-mcome .................... 4.25%(a) 0.0% 0.0% 0.0%
Contmgent Deferred Sales Charge ....... None.(b} 4% maximum 1% if share- ~ None.
T " decliningto  holder sells '
zero after 6 shares within
"7 yearsof each 12 months
oot investment. of investment.
Maxrmum Yearly Rule 12b: 1 Plan Fees _ , ‘ o
 Equity.............000 L. 035% 0 1.00% ©100% - 0.50%
'Fixed-income - S ' S s
Taxable .. .. e .. 0.25% 0.65% : 0.65% 0.50%
" Tax-free ., ... oo i 0.10% ' 065%  0.65% 0.0%
Types of Investors That May Purchase .... Any. . SeeNote(c) Any. . See Note(f)

This Share Class e . . below. below.
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U.S. Retail Funds . . Advisor Class Shares . Class Z Shares (e} .

Sales Charge at Time of Investment ....... .‘None. N Nong. * - '
Equity - - : : T A
Fixed-income . : o
Conting'ent Deferred Sales Charge ........ None. SRR " None:. '
Yearly Rule 12b-1 Plan Fees'...... ...... Noie. ‘ " "None. I
Types of Investors That May Generally e Current and former ofﬁcers, ‘ Current and former officerq
_Purchase This Share Class trustees, directors and full-  trustees, directors and full-
’ time employees of Franklin  time employees of Franklin
Templeton Investmenis; Templeton Investments;
" . ‘ institutional clientsand ~ institutional clients and
o investment management, . investment management

clients who have assets held chents who have assets held.
in accounts managed byan . in accounts managed by an
investment management investment management
subsidiary of the Company. snbsidi‘ary.of the Company.

"(a) * Reductions in the maximum sales charges may be available depending upon the amount invested and the type-of
. investor. In some cases noted in each fund’'s prospectus or statement of additional information, certain investors may
invest in Class A shares at net asset value {with no load). In connection with certain of these no-load purchases FTDI

may make a payment out of iis own resources to a broker/dealer involved with that sale

(b) For net asset value purchases over $1 million, a contingent deferred sales charge of 1.00% may apply to shares redeemed
w1th1n 18 months. ‘

(c) Class B shares convert to Class A shares after eight years of ownershrp In the United States, the U S. funds that had
offered Class B shares ceased offering these shares to new investors and existing shareholders effective dunng the
quarter ended March 31, 2005. Existing Class B shareholders may continue to exchange shares into Class B shares of
different funds. Existing Class B shareholders may-also continue to remvest dividends on Class B shares in addmonal
Class B shares. ' v

(d) FTDI pays a 1.00% broker/dealer commission to broker/dealers of record of Class C shares FTDl recovers a pomon of

. the amount it pays to broker/dealers by retaining certain Rule 12b-1-fees assessed during the first 12 months and from
collecting contingent deferred sales charges on any redemptions made within 12 months of the time of sale.

(e} , When the Company entered into investment management contracts for the Mutual Series funds, the oulstandmg sha.res of
'Mutual Series funds were ‘reclassified as Class Z shares on October 31, 1996 Current shareholders who held shares of
any Mutual Series funds on October 31, 1996 may continue to purchase Class Z shares of any Mutual Series fund. Class

" Z-shareholders may exchange into Class A shares of other funds at net assét value, which are subject t0 Rulel2b-1 fees
FTDI may make a payment out of its own resources to a broker/dealer involved in sel]mg Class Z shares. LI
(f) The types of investors that may purchase Class R shares include employer sponsored retirement plans, any trust or plan
established-as part of a qualified tuition program under Section 529 of the Intemnal Revenue Code of 1986, as amended,
and Health Reimbursement Accounts and Health Savings Accounts, either as a direct investment or as a separate or
managed account. - . . -

Otir non-U.S -registered funds, including Corporate Class shares offered in Canada, have various sales
charges and fee structures that are not discussed in this report.

The distnibution agreements with the U.S.-registered funds generally provide for FTDI to pay
commission expenses for sales of fund shares to broker/dealers. These broker/dealers receive various sales
commissions and other fees from FTDI, including fees from the investors in the funds and the funds
themselves, for services in matching investors with funds whose investment objectives match such
investors’ goals and risk profiles.-Broker/dealers may also receive fees for their assistance in explaining the
operations of the funds, in servicing the investor’s account, reporting and various other distribution services.
Fund shares are sold primarily through a large network of independent intermediaries, including broker/
dealers, banks and other similar financial advisers. We are heavily dependent upon these distribution
channels and business relationships. FTDI may make payments to certain broker/dealers who provide
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marketing support services, which may include business planning assistance, advertising, educating broker/
dealer personnel about the funds and shareholder financial planning needs, placement on the broker/dealer’s
list of offered funds, and access to sales meetings, sales representatives and management representatives of
the broker/dealer. There is increasing competition for access to these channels, which has caused our
distribution costs to rise and could cause further increases in the future as competition continues and service
expectations increase. As of September 30, 2006, over 3,400 local, regional, and national securities
brokerage firms offered shares of our U.S.-registered funds for sale to the investing public. In the United
States, we have approximately 90 general wholesalers who, together with other wholesalers working with
Franklin Templeton Portfolio Advisors, Inc. and retirement plans, interface with the broker/dealer
community.
_ Mdst” of“the’ U.S.-registered funds, with the exception of certain of our money market funds, have
adopted distributioni plans (the “Plans”) under Rule 12b-1 promulgated under the '40 Act (“Rule 12b-1").
The Plans are established for an initial term of one year and, thereafter, must be approved annually by each
fund’s board of directors or trustees and by a majority of its directors or trustees who are not interested
persons of the fund under the '40 Act (the “disinterested fund directors/trustees™). All of these Plans are
subject to termination at any time by a majority vote of the disinterested fund directors/trustees or by the
particular fund shareholders. Fees from the Plans are paid primarily to third-party broker/dealers who
provide services to the shareholder accounts and engage in distribution activities. The Plans permit the
funds to bear certain expenses relating to the distribution of their shares, such as expenses for marketing,
advertising, printing and sales promotion. FTDI may also receive reimbursement from the funds for various
expenses that FTDI incurs in distributing the funds, such’ as marketing, advertising, printing and sales
promotion, subject to the Plans’ limitations on amounts. Each fund has a percentage limit for these types of
expenses based on average daily net assets under me_magemént.

-Similar arrangements exist with the distribution -of our global funds and where, 'geherally, the
distributor of the funds in the local market arranges for and pays commissions. :

Class-C shares are generally more costly to us in the year of sale, but they allow us to be competitive
by increasing our presence in various distribution channels. Historically, Class B and certain of our Class C
deferred commission assets (“DCA”™) arising from our U.S., Canadian and European operations have been
financed through sales to or, other arrangements with a company in which. we hold a 49% ownership
interest. The holder of the 51% ownership interest in this company s, a subsidiary of an international
banking institution which is not affiliated with the Company. Repayments under these financing
arrangements-are limited to the asset-based distribution fees paid by the funds pursuant to the distribution
agreements the funds have with their distributors and to the contingent defesred sales charges collected in
connection with early redemptions. The U.S. funds that had offered Class B shares ceased offering these
shares to new investors and existing shareholders effective during the quarter ended March 31, 2005. As of
December 2005, our DCA have been financed generally by an independent third party.




. The sales commissions and payments below, payable to qualifying broker/dealers and other
intermediaries, generally apply to our U.S. —regtstered retail funds however, there are exceptions to this
schedule for some funds. . . - o ; e - P

" L N “wr
! . . . T . ] '

Sales Commissions and Other Payments Paid to Qualifying Broker/Dealers and Other Inferiediaries that
Generally Apply to U.S.-Registered Retail Funds

oy N B PR -

U.S. Retail Funds . \ - : . : Class A Shares' . Class C Shares * Class R Shares

Maximum Broker/Dealer Commission at Time of Investment L
Equity .......... ... ..ot e e .5.00% 1.00% 0.0%

F1xed mcome ': ....... SR P PR S A 4.00% 1.00% .~ | 0.0% .
Maximum Yearly Rule 12b-1 Plan Fees .., . . e . o
-Equity - . ... e Y T - 0.25%(a) 1.00%(®b)  0.50%
Fxxed-mcome e L L AR o
Taxable .............. S S - 0.25%@@)  .0.65%(c) .,0.50%
Tax-free . ...oovineennn, e e _ 0.10% . = 0.65%ic) 0.0%

(a} The fees referenced above generally apply; however, there are certain individual funds that may apply a different fee
stiucture, including certain equity funds whose Rule 12b l fees are 0. 35% and certain taxable f xed-income funds whose
Rule 12b-1 fees are 0.15%. . - ' :

{b) FTDI retains a fee equal to 0.75% and pays (.25% to the broker/dealei on the average assets in the account for the first
12 months following the sale, after which the full Rule 12b-1 fee is paid to the broker/dealer.

(c) FTDI retains a fee equal to 0.50% and pays 0.15% to the broker/dealer on the assets in the account for the first 12 months
followmg the sale after which the full Rule 12b-1 fee is pmd to the broker/dealer.

H
N Nl

[
[

" Two of the three share classés of out'insurance product funds also have adopted a distribution plan under
Rule 12b-1. Class 2 and Class 3 shares allow the fund to pay FTDI, the fund’s undérwriter, the insurance
company or others for distribution, including servicing; Class 3 shares, which are offered by three of the
insurance funds, may also assess a 1.00% redempnon fee when contract owners redeem units of interest from
an insurance company sub-account held for'less than 60 days. The Rule 12b-1 distribution fees are generally
assessed quarterly at the current annual rate of 0. 25% of the: average dally net assets of the class

Our foreign subsidiarics that prov1de underwntmg and dlstnbuuon services for our non-U.S.-registered
funds pay various sales commissions “and other payments to quahfymg brokerldealers and other
mtennedlanes that are not dlscussed 1n [hlS report e

4

FTDI and/or its affiliates may make the fo]]owmg addltlonal payments out of FTD’s or its afﬂhates
own assets to broker/dealers that sell shares of our funds: "t

Marketmg support paymems FFDI may make payments to certain brokerldealers who are holders or
dealers of record for accounts in one or more of our funds. A broker/dealer s marketing support services may
include ‘business planning assistance, advertising, educanng broker/dealer personnel about the funds and
shareholder financial planning needs, placement on the broker/dealer’s list of offered funds, and access to sales
meetings, sales representatives: and management representatives of the broker/dealer. FTDI-compensates
broker/dealers differently depending upon, among other factors, sales and assets levels, redemption rates and
the level and/or type of marketing and educational activities provided by the broker/dealer. Such compensation
may include financial assistance to broker/dealers that.enable FTDI to participate in and/or present .at
conferences or seminars, sales or training programs.for invited registered representatives and other employees,
client-and investor events-and other broker/dealer-sponsored events. These payments may vary depending
upon the nature of the event. FTDI, on an annual basis, determines whether to continue such payments. In the
case of any one broker/dealer, marketing support payments will not exceed the sum of 0.10% of that broker/
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dealer’s current year’s total sales of our funds and 0.05% (or 0.03%) of the total assets of equity (or fixed
income)-funds attributable to that broker/dealer, on an annual basis. The statement of additional information
for each fund provides a list of broket/dealers that receive such marketing support payments. Marketing
support payments made to organizations located outside the United States, with respect to investments in a
fund by non-U.S. persons, may exceed the above-stated limitations.

|

Transaction support payments. FTDI may pay ticket charges of up to $20 [;er purchase or eXEhange
order placed by-a broker/dealer or one time payments for ancillary services, such as setting up funds on a
broker/dealer’s fund trading system. :

Other payments. From time to time, FTDI, at its expense, may make additional payments to broker/
dealers that sell or arrange for the sale of shares of the funds. FTDI routmely sponsors due diligence
meetings for registered representatives during which they receive updates on various funds and are afforded
the opportunity to speak with portfolio managers. Invitation to these meetings is not conditioned on selling a
specific number of shares. Those who have shown an interest in our funds, however, are more likely to be
considered. To the extent permitted by their firm’s policies and procedures, registered representatives’
expenses in attending these meetings may be covered by FTDIL '

Other compensauon may be offered 10, the extent not prohibited by state laws or any self-regulatory
agency, such as the National Association of Securities Dealers, Inc. (the “NASD™). FTDI makes payments
for events it deems appropriate, subject to FTDI’s guidelines and.applicable law.

.

3. Shareholder and Transfer Agency Serv1ces .

One of our subsidiaries, Franklin Templeton Investor Services, LLC (“FTIS™), provides shareholder
record keeping services and acts_ as transfer agent and dividend-paying agent for the U.S.-registered
open-end funds. FTIS is registered with the SEC as a transfer agent under the Securities Exchange Act of
1934, as amended. Generally, FTIS is compensated under an agreement with each fund on the basis of an
annual per account fee, which varies with the fund and the type of services bemg pr0v1ded FTIS also is
relmbursed for out- of-pocket expenses. In some instances, certain funds compensate FTIS based on assets
under management. Other subsidiaries provide the same services to the funds offered for sale in Canada,
Europe, Asia and other non-U.S. regions under similar fee arrangements.

FTIS fna')r also pay. servicing fees, which are reimbursed by the funds, in varying amounts 1o certain
financial institutions (primarily to help offset costs associated with client account maintenance support,
statement preparation and transaction processing) that: (i) maintain omnibus accounts with the fund in the
institution’s name on behalf of numerous beneficial owners of fund shares; or (ii) provide support for fund
shareholder accounts by sharing account data with FTIS, through the National Securities Clearing
Corporation (“NSCC”) networking system. FTIS will also receive a fee from the funds for services
provided in support of beneficial owriers and NSCC networking system accounts.

R

C. High Net- Worth Investment Management and Rel&ted Services

Through Fiducitary Trust (including its trust company subsidiaries), we provide investment
management services to, among others, high net-worth individuals and families. Similarly, through our
Canadian high net-worth business unit, FTCC, we provide investment management services and offer
sponsored investment products to high net-worth individuals and families. At Fiduciary Trust, these
services, that focus on managing family wealth from generation to generation, include wealth management,
estate planning, private funds, private banking, tax and custody services. Our high net-worth client business
seeks to maintain relationships that span generatlons and help families plan the most appropriate method of
intergenerational wealth transfer. '
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Individual client assets are typically held in accounts separately managed by individual portfolio
managers. These portfolio. managers determine asset. allocation and stock selection for client accounts;
taking into consideration.each client’s spec1ﬁc long-term objectlves while utilizing our macroeconomic and
individual stock research. : .

H Rl

We. offer clients :personaliied attention and estate plénning expertise in an imegrated"p'ackage' c;f
services known as Family Resource Management® (“FRM?). Services under FRM provide clients with an
integrated strategy to optimize wealth accumulation and maximize after-tax wealth transfer to the next
generation. These services include advice concerning strategic planning and asset allocation, management,

and custody and reporting. Evaluation of third party investment management products or services is
performed by the Strategic Advisory Group.

D. Institutional Management

We provide a broad array, of investment management services 1o institutional clients, focusing on
foundations, endowment funds and government and corporate pension funds. Our subsidiaries offer a wide
range of both domestic and international equity, fixed-income and specialty strategies through a vanety of
investment vehicles, including separate and commingled accounts and open-end and closed-end domestic
and offshore funds.

We operale our institutional business under the trade name “Franklin Templeton Institutional”.
Through various legal entities, including FTI, we distribute and market globally the different investment
management capabilities of our various investment management subsidiaries under the Franklin,
Templeton, Mutual Series, Bissett, Fiduciary Global Advisors and Darby brand names. We primarily atiract
new institutional business through our strong relationships with pension and management consullams and
through additional mandates from our ex1stmg chenl le]atlonshlps

The Retirement Group, a division of FTDI, works closely with sponsors of defined contribution plans,
including 401(k) plans, bundled defined contribution plans, variable annuity products and individual
retirement accounts (“IRAs”). This business unit allows us to,focus on expanding sales of our asset
management capabllmeb to the U.S. retirement industry by offcnng a number of investment options,
including sub-advised portfolios, funds, education savings plans and variable insurance trusts.

E.  Separately-Managed Accounts

Through Franklin Templeton Portfolio Advisors, Inc., which does business as Franklin Portfolio
Advisors and Templeton Portfolio Advisors, we provide investment managemént services through third
party broker/dealer “wrap fee” programs.” Another of our subsidiaries, Templeton/Franklin Investment
Services, Inc., also serves as a direct marketing broker/dealer for institutional investors for certain of our
funds. Through our various subsidiaries, we also market and distribute our sponsored mveslmenl products
to md1v1dually managed and bepdl‘dte accounts. )

v

F.  Trust and Custody

. Through various trust company subsidiaries, including Fiduciary Trust, we offer a wide range of
investment management and related services, including trust services, custody and administration, estate
planning, tax planning, and private banking, to high net-worth individuals, families, foundations and
institutional clients in the United States and abroad. In addition, we also offer our clients a series of other
services, including foreign exchange, performance measurement, securities lending and brokerage services.
We provide planned giving -administration. and retated custody services for non-profit organizations,
including pooled income funds, charitable remainder trusts, charitable lead wrusts and gift annuities, for
which we may or may not act as trustee. ‘
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Our other subsidiaries involved in the trust business, either as trust companies or companies. invésting
in trust companies, include: Fiduciary Investment Corporation, which is incorporated under the New. York
State Banking Law and serves as an indirect holding company for several of our trust company subsidiaries;
FTCC, a trust company incorporated under the Trust and Loan Companies Act in Canada; Fiduciary Trust
International of the South, a Florida state-chartered limited purpose trust company; Fiduciary Trust
International of California, a California ‘state-chartered limited’ purpose trust company; Fiduciary Trust
International of Delaware, a Delaware state-chartered limited purpose trust company; FTCI (Cayman) Ltd.;
an offshore trust company holding an unrestricted trust license in the Cayman Islands; and Franklin
Templeton Bank & Trust, F.S.B. (“FTB&T”), a chartered federal savings bank. All of the trust companies
referenced above have full trust powers. FTB&T, among other functions, exercises full trust powers and
serves_primarily as custodian of [RAs and business rétirement plans. o

R . q?!l)..‘.‘

G. Private Equity Investment Management

Darby is primarily engaged in sponsoring and managing investment funds that invest in private equity
and mezzanine finance transactions in emerging markets ‘in Asia, Latin America and Central/Eastern
Europe. Darby offers these investment funds through private placements to institutional and high net-worth
individual investors.

H.  Summary of Our Sponsored Investment Products

Our sponsored investment products are offered to retail, institutional, high net-worth and sepeira‘te
account clients, which include individual investors, qualified groups, trustees, tax-deferred (such as IRAs in
the United States and retirement saving plans, or RSPs, in Canada) or money purchase plans, employée
benefit and profit sharing plans, trust companies, bank trust departments and institutional investors. Clients
in our sponsored investment products were located in approximately 150 countries at September 30, 2006.

1

1. Investment Objectives v .

The sponsored investment products that we offer accommodate a variety of investment goals, spanning
the spectrum of our clients’ risk tolerance — from capital appreciation (with our more growth-oriented
products) to capital preservation (with our fixed-income offerings). In seeking to achieve such objectives,
each portfolio emphasizes different strategies and invests in different types of securities.

Our equity investment prodicts include some that are considered value-oriented, others that are
considered growth-oriented, and some that use a combination of growth and value characteristics, generally
identified as blend or core products. Value investing focuses on identifying companies that our research
analysts and portfolio managers believe are undervalued based on a number of different factors, usually put
in the context of historical ratios such as price-to-earnings or price-io-book value; however, we also

consider the future earnings potential of each individual company on a multi-year basis. Our growth

portfolios maintain a phitosophy of identifying future drivers of growth that are not reflected in a company’s
current stock price, as determined by our research analysts and portfolio managers. Paramount to all of our
different equity products is the incorporation of independent, fundamental research through our own
in-house investment professionals. Our approach, across the variety of equity products we manage,
emphasizes bottom-up stock selection within a disciplined portfolio construction process, and is
complimented with our ongoing assessment of risk at both the security and portfolio levels. :

Portfolios seeking income generally focus on one or more of the following securities: taxable and
tax-exempt money market instruments; tax-exempt municipal bonds; global fixed-income securities; and
fixed-income debt securities of corporations, of the U.S. government and its sponsored agencies and
instrumentalities, such as the Government National Mortgage Association, the Federal National Mortgage
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Association and the Federal Home Loan Mortgage Corporation, or of the various states in the United States.
Still others focus on investments in particular countries and regions, such as emerging markets.

2 Typesof Sponsored Investment Products

As of September 30, 2006 we had $511.3 billion in assets under management Our U.S.-registered

" open-end funds (excluding our insurance products trust) accounted for $279.6 billion.of our assets under

management. As of September 30, 2006, the net assets under management of our five largést funds were

Franklin Income Fund ($46.9 billion}, Templeton Growth Fund ($32.1 billion), Mutual Shares Fund ($19.2

billion), Templeton Foreign Fund ($18.1 billion) and Franklin California Tax-Free Income Fund ($13.7

billion). These five funds represented, in the aggregate approximately 25% of all sponsored investment
product assets under management.

Franklin Templeton Variable Insurance Products Trust, our insurance products trust, offers 22 funds to
U.S. investors, with assets of $28.3 billion as of September 30, 2006. Our insurance products funds are
available as investment options through variable insurance. contracts. Most of these funds have been
fashioned after some of our more popular U.S. Tetail funds offered to the general public and are managed, in
most cases, by the same investment advisors.,

We also provide investment management and related services to a number of closed-end investment

companies whose shares are traded on various major U.S. stock exchanges. Our U.S. closed-end funds .

accounted for $4.5 billion of our assets under management. On a company-wide basis, institutional, separate
and high net-worth accounts accounted for $101.2 billion of assets under management.

In addition, $81.9 billion of our assets under management were held in open-end and closed-end funds
and other accounts that are sold outside of the United States, and whose investment objectives vary, but are
primarily international and global equity-oriented. We provide investment management, marketing and
distribution services to SICAV (Société d’Investissement & Capital Variable) funds and umbretla unit trusts
organized in Luxembourg and I[reland, respectively, which are distributed in non-U.S. market places, as well
as to locally organized funds in various countries outside the United States. In some countries, we offer
products for the particular local market. For example, in the People’s Republic of China, Franklin
Templeton Sealand Fund Management Co., Ltd.,, an unconsolidated Sino-foreign joint venture fund
management company established by Templeton International, Inc. and a local securities firm, Sealand
Securities Co., Ltd., to manage local assets for Chinese investors, had approximately $400 million of assets
under management at September 30, 2006. :

Our sponsored investment products include' portfolios managed for ‘some of the world’s largest

corporations, endowments, charitable foundations, pension funds, wealthy individuals and other institutions.
We use various investment techniques to focus on specific client objectives for these specialized portfolios.

\
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+ The following table shows .the various types of our U.S.-registered open-end funds and dedicated
insurance product funds as of September 30, 2006, and is categorized using the investment classifications

set forth below:
U.S.-REGISTERED OPEN-END FUNDS (a) ' . oL

" CATEGORY
+ (and approximate amount of assets under
. management, as of September 30, 2006)

: . NO.OF
NO.OF INSURANCE
i : MUTUAL PRODUCT'
ln Rillions - T INVESTMENT CLASSIFICATIONS FUNDS FUNDS

I EQUITY FUNDS ($177.8) - e

A. Capital Appreciation Funds ($29.6) ~ * Seeks capital appreciation; dividends
dre not a primary consideration.” :

_ 1: Aggressive Growth Funds . . .. Invests primarily in common stocks of ‘, R 1
K = .+ . small, growth companies. - L '
2. Growth Funds .+ Invests primarily in common stocksof 15 . . 2
o : well-established companies. e : :
3. Sector Funds : Invests primarily in companies in g 2
. related fields.
B. World Eqmty Funds ($100.0) _  Invests pnmanly in stocks of non-U S. '
. companies., . , :
1. Emcrgmg Market Funds . Invests prlmanly in compamcs basedin .-2 .1
developing regions of the world.
. 2. Global Equity Funds*.* : - Invests primarily in equity securities 11 S 2
” T - -+ traded worldwide, mcludmg those of o
C o - " U.S: companies. '
3. International Equity Funds Invests primarily in equity securitiesof 6 1
' ' _ companies located outside the United '
‘ States. ‘ _
4, Regional Equity Funds ' Invests in companies based in a specific -~ 2| -0

part of the world.

C. Total Return Funds ($48.2) *. » - Seeks a combination of current income
and capital appreciation.

1. Growth and Income Funds Invests primarily in common stocks of 9 5
established companies with the

potential for growth and a consistent

record of dividend payments. "'

2. Income Equity Funds Invests primarily in equity securities of 1 0
companies with good dividend-paying
records.
H. HYBRID FUNDS ($52.4) Invests in a mix of equities, fixed-
income securities, and derivative
instruments.

A. Asset Allocation Funds ($0.4) Invests in various asset classes 17 1
including, but not limited to, equities,
fixed-income securities, and money
market instruments.
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. CATEGORY
{and approximate amount of assets under
*  management, as of September 30, 2006}

NO. OF

NO. OF
INSURANCE
MUTUAL PRODUCT

In Billions - . .ot INVESTMENT CLASSIFICATIONS FUNDS FUNDS
B. Income-Mixed Funds ($52.0) Invests in a variety of income- 8 1
' . - producing securi‘ties, including equities | .
. and fixed-income instruments.
T : )
Ill. TAXABLE BOND FUNDS (320.3) . L .
A. High Yield Funds ($3.0) Invests two-thirds or more of their 2 1
‘ ‘ . portfolios in lower-rated U.S. corporate
- bonds (Baa or lower by Moody’s and
Y BBB or lower by Standard & Poor’s
LA rating services).
B. World Bond Funds ($4.4) Invests in debt securities offered by
) foreign companies and governments.
1. Global Bond Funds: Invests in debt securities worldwide 1 2
- General with no stated average maturity or an
average-maturity of five years or more.
2. Global Bond Funds; ' Invests in debt securities worldwide 1 0
Short Term N with an average maturity of one to five
- years.
3. Other World Bond Funds Invests in international bond and 1 0
; - emerging market debt securities, such-
. as foreign government and corporate
. debt instruments.
C. Government Bond Funds ($8.1) Invests in U.S. government bonds of
_ . varying maturities.
1. Government Bond Funds: Invests two-thirds or more of their 0 1
Intermediate Term portfolios in U.S. government securities :
with an average maturity of five to ten
¢ . ‘ " years. ]
2. Government Bond Funds: Invests two-thirds or more of their 1 0
Short Term portfolios in U.S. government securities
"with an'average maturity of one 1o five
years. '
3. Mortgage-Backed Funds Invests two-thirds or more of their 3 0
: portfolios in pocled mortgage-backed
‘ . securities. . L _
D. Strategic Income F unds ($2.5) Invests in a combination of U.S. fixed- 4 1
: income securities.
E. Corporate Bond Funds ($2.3) Seeks, current income by investing in
._high-quality debt securities issued by
_ U.S. corporations.
1. Corporate Bond Funds: Invests two-thirds or more of their 2 .0

* Short Term

portfolios in U.S. corporate bonds with
an average maturity of one to five
years.
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CATEGORY
(and approxnmate amount of assets under
management, as of September 30, 2006)

In Bllllons

"+ INVESTMENT CLASSIFICATIONS

NO. OF

_NO.OF INSURANCE

MUTUAL PRODUCT
FUNDS - FUNDS

IV. TAX-FREE BOND FUNDS (353.0)

A, State Municipal Bond Funds ($37.0)

1. State Municipal Bond Funds
General

2. State Municipal Bond Funds
Short Term

B. National Municipal Bond Funds
($16.0)

1. National Municipal Bond Funds
General .

2. National Municipal Bond Funds:
Short Term

B

V. MONEY MARKET FUNDS ($4.4)
A. Taxable Money Market Funds ($3.6)

1. Taxable Money Market Funds:.
- Non-Government

B. Tax-Exempt Money Market Funds
(30.8)

1. National Tax-Exempt Money
Market Funds

2. State Tax-Exempt Money Market
Funds '

1

Invésts primarily in municipal bonds
issued by a particular state.

Invests primarily in single-state
municipal bonds with an average
maturity of greater than five years or no
specific stated maturity. The income
from these funds is largely exempt from
federal as well as state income tax for
residents of the state. '

Invests primarily in single-state
municipal bonds with an average

- maturity of one to five years. The
-income from these funds is largely

exempt from federal as well as state |,

" income tax for residents of the state.

Invests primarily in bonds of various
municipa] issuers in the United States.

Invests primarily in municipal bonds -
with an averagé maturity of more than
five years or no specific stated maturity.

‘Invests primarily in municipal bonds -

with an average maturity of one to five
years.

" Invests in short-term, high-grade

money market securities with average
maturities of 90 days of less.

Invests primarily in a variety of money
" market instruments, including

certificates of deposit from larger

- banks, commercial paper, and bankers’

acceptances.

Invests in short-term municipal
securities and must have average '
maturities of 90 days or less.

-Invests in short-term securities of

various U.S. municipal issuers.

Invests primarily in short-term
securities of municipal issuers in a
single state to achieve tax-free income
for residents of the state.
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The following table sets.forth the types of our non-U.S. open—end funds as of September 30, 2006 and
is categorized by investment classifications and sales region. - :

. .. ~. NON-U.S. OPEN-END FUNDS (a)

o ’ ST e A !

* CATEGORY

-{and approximate amount of assets under R o % oo g NO. OF.
’ . MUTUAL
management, as of September. 30, 2006) . . S . e FUNDS BY SALES
In Billions : -, INVESTMENT CLASSIFICATIONS , REGION
I EQUITY FUNDS ($53.1): ‘ " ' U '
A. Global/International Equity Trivests in securitie$ of companies traded world- Asia Pacific; 37
r . ($50.5) wide, including foreigh and U.S. companies. Canada: © 20

UK. lEurope 39
Latm Amenca 3

NES A . e . - . LT L
B. Domestic (U.S.) Equity ($2.6) .. Invests in equity securities of U.S. companies, ‘,A31a Pa01ﬁc
N o o X . i L . .+ Canada:- | .
' U.K./Europe:, 12
. FIXED-INCOME FUNDS (319.8)

A, Globalflntemattonal Fixed- ' Invests world—w1de in debt securities offered by  Asia Paei_ﬁci 31
Income (81T, 2) -+ %4 foreign companies and governments These *  Canada: 5
' funds may invest assets in debt securities ©'UKJ/Burope: 13
' © offered by companies located in'the Umted' v Y T

N ¢ 'States ot ' e , :
B. Domestic (U.S.) Fixed-lncome Invests in debt securities offefed hyU.S.l . AsiaPacificc 2
(58.6) companies and the U.S. government and/or Canada: 2
. ‘ o municipalities located in the United States. . UK.Europe: 5
IIl. HYBRID FUNDS (33.2) .. Invests in a mix of global equity, fixed-income  Asia Pacific: .20
. T ' .securities and derivative instruments. . Canada: - © 6
IO ' : o - b ; U.K./Eurcpe: 10
v! TAXABLE MONEY FUNDS"-  Invests in securities 1ssued or guaranteed by - Asia'Pacific: 4
($] 9) ST domesnc or'global governments or agencies. ~ ° Canada: - ‘4

‘ < U K!Europe 2

%

(a). Does not include the Franklin. Templeton Global Fund the Fiducijary Emergmg Markets Bond Fund plc, and
fund-of-funds For purposes of this table, we consider the sales region to be where a fund is based and primarily sold and
not necessanly the region wheére a particular fund is invested. Many funds are also distributed across different sales regions
{e.g., SICAV funds are based, primarily sold in, and, therefore, considered to be within the U.K./Europe sales region,
although also distributed in the Asia Pacific sales region), but are only designated a single sales region in the table.

k3

N

3. Fund Introductions, Mergers and Liquidations

In an effort to address changing market conditions and evolvmg mvestor needs, we periodically
introduce new funds, merge existing funds or liquidate existing funds. During the fiscal year ended
September 30, 2006 (“fiscal year ‘2006”) we introduced a’'number of funds within the United States, Canada

and other non-US reglons S B *” : e .o
[' 1 i + ’ ’

In the United States we selectively added 7 funds.to. the retall product lmeup durmg ﬁscal year 2006 '

For thegrowing retirement marketplace, we added the Franklin Templeton 2015, 2025, 2035 and 2045
. Retirement Target Funds. We also launched the Franklin Balanced Fund, for conservative investors seeking
growth of capital and income, the Franklin Global Real Estate Fund to address interest in global real estate
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investing, and the Templeton BRIC Fund, the first U.S.-registered mutual fund to-focus on the growing
markets of Brazil, Russia, India and China. b ' . .

In Canada, we converted the Bissett American Equhy Fund into the Franklin Templeton U.S. Rising
Dividends Fund and we also introduced a Corporate Class version of the Franklin Templeton U.S. Rising
Dividends Fund. We also introduced the Templeton Global Income Fund to meet the continued demand for
income generating products. In September 2006, we launched the Franklin Templeton Managed Yield Class
and the Franklin Templeton Short-Term Yield Class. These funds generate earnings that are treated as
capital gains, thus providing clients with a higher after-tax return. To meet market demand in the
institutional and high net-worth spaces, we converted the Bissett American Bond Trust mto the Blssett Long
Term Bond Trust and we launched the Brssett Balanced Trust. ’

In other non -U.S. regions, we strategically launched new core funds and investment products that
address the unique needs of local markets. In Europe, we continued to expand our local product offering
through the intréduction of six riew SICAV funds. To’expand our product range a fund of funds SICAV
also has been launched offering three different investment funds. In the U.K., we continued to expand our
product range, launching a Global REIT Fund in April.

In India, four new. closed-end fixed income sub-funds, one new closed-end equity sub-fund and one
new open-end equity sub-fund were introduced to provrde investors, with choices in their asset allocanons
The Templeton India Equity Income Fund, an open-end equity fund, was the first fund launched in India to
take advantage of the liberalization.of investments in foreign securities by funds in India. In other country
specific markets, including Australia, Brazil, Korea, and Singapore, we initiated new products to support
these expanding businesses. Darby launched regional mezzanine funds in Asia and Central/Eastern Europe,
and with Hana Bank established the Korea Emergmg Infrastructure Fund in Koréa. -

During fiscal year 2006, the following fund mergers and liquidations, among others, occurred: one
U.S.-registered open-end fund was merged into another U.S.-registered open-end fund; one “529” portfolio
was liquidated; one insurance product fund matured and was liquidated; three non-U.S.-registered open-end
funds were merged into other non-U.S.-registered open-end funds; and 27 non-U.S.-registered open-end
funds were liquidated. In Canada, we merged the Franklin World Telecom Fund, Franklin World Telecom
Fund Corporate Class and Franklin Technology Fund into Franklin Technology Corporate Class and we
also merged Franklin U.S. Large Cap Growth Fund, Franklin U.S. Large Cap Growth Fund Corporate Class
and Franklin Flex Cap Growth Fund into Franklin Flex Cap Growth Corporate Class. Further, in Canada,
we also merged Franklin World Growth Fund into Franklin World Growth Corporate Class and we closed
the Templeton Retirement Equity Trust. In Indra one sub-fund matured and, in Hong Kong, one local
guarantee fund matured.

. Banking/Finance

Qur secondary business segment is bankmg/ﬁnance which offers select retail-banking and consumer
lending services.

One of our subsidiaries, Fiduciary Trust,.a New York state-chartered bank, is insured by the Federal
Deposit Insurance Corporation (“FDIC”), and provides private banking services primarily to high net-worth
clients who maintain trust, custody and/or management accounts with Fiduciary Trust in the United States.
Fiduciary Trust’s private banking and credit products include, among others, loans secured by marketable
securities, foréign exchange services, deposit accounts and other bankirg services. Fiduciary Trust also
offers investment management, custody and related services to institutional accounts and high .net-worth
individuals and families. b ‘
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Another of our subsidiaries, Franklin Capital Corporation (*'FCC”), engages primarily in the purchase,
securitization and servicing of retail installment sales contracts (“automobile contracts™) originated by
independent automobile dealerships.. FCC is incorporated and ‘headquartered in Utah and conducts its
business primarily in the Western region of the United States. ‘As of September 30, 2006, FCC’s total assets
included $427.6 million of outstanding automobile .contracts and-$2.4 million in other fixed term assets.

During fiscal year 2006, FCC securitized approximately-$348:2 million of automobile contract receivables
for which it maintains servicing rights. As of September:30, 2006, FCC was servicing $514.8 million of
receivables that had been securitized to date. See Note 8 in the Notes.to Consolidated Financial Statements.

Our securitized automobile contracts business is subject to marketplace fluctuation and competes with
businesses with significantly larger portfolios. Auto loan portfolio losses can be influenced significantly by
trends in the economy and credit markets; which reduce borrowers’ ability to repay loans. A more detailed
analysis of loan losses and delinquency rates in our consumer lending and dealer auto loan business is
contained in Note 7 i in the Notes to Consolldated F1nanc1al Stalements See also “Risk Factors below.

Our subsidiary FI‘B&T with total assets of $143 3 m1ll|on as of September 30 2006 provides deposnt
accounts insured by the FDIC and general consumer loan products; such as credit card leans, unsecured
loans, loans secured by marketable securities, mortgage loans, debit card products and auto loans. FTB&T
(formerly known as Franklin Bank) became chartered as a federal savings bank on May 1, 2000 when the
Office of Thrift Supervision (the “OTS”) approved FTB&T’s application to convert from a California state
banking charter to a federal thrift charter. Immediately following the conversion of FTB&T’s state charter
to a federal thrift charter, Franklin Templeton Trust Company, a California chartered trust company, was
‘merged into FTB&T and contmues to perform its prlor actlwncs as a division of F'FB&T

' . | LT .

+ Our other banking subSIdlanes lnclude among others, FTCI (Cayman) Ltd., wh1ch is an offshore trust

company that holds an: unrestncted trust license in the Cayman Islands . !

FINANCIAL’ INFORMATION ABOUT SEGMENTS'AND GEOGRAPHIC AREAS

Certain financial information by business segment and geographic'area is contained in Note 17 in the
Notes to Consolidated Financial Stalements (in Ilem 8 of Part II of this Form 10- K) Wthh is 1ncorporated
hereln by reference. g ' : : ' . Cor .

REGULATORY CONSIDERATIONS I "

I4
Vn‘tually all aspects of our busmess mcludmg those conductcd through our vanous sub51d1arles are

subject to various federal, state, .and foreign regulation and supervision. Domesucally, we are subject to
regulation and supervision by, among others, the SEC, the NASD, the Federal Reserye Board (the “FRB?),
the FDIC, the OTS, and the New York Staie Bankmg Department (“NYSBD"). Globally, we are subject to
regulation and supervision by, among others, the. Office, of the Superintendent of Financial Institutions
Canada as well as provincial and territorial regulators of financial services and securities and the Mutual
Fund Dealers Association of Canada, the Monetary Authority of Singapore, the Securities Commission of
The Bahamas, the Financial Services Authority in_the U.K., the 'Irish Financial Services Regulatory
Authority, the Commission de Surveillance du Secteur Financier in Liuxembourg, the Autorité des Marchés
Financiers in France, the Federal Financial Supervisory Authority in Germany, the Commissione Nazionale
per le Societd e la Borsa in Italy, the Comisién Nacional del Mercado de Valores in Spain, the Autoriteit
Financiéle -Markten -in The Netherlands, the Finansinspektionen in Sweden, the Swiss. Federal Banking

Commission, the Dubai Financial Services Authority, the Securities "and Futures:Commission of Hong

Kong, the Korean Ministry of Finance and Economy, the Financialr Supervisory Commission and the
Financial Supervisory Services in Korea, the Securities and Exchange Board of India, the China Securities
Regulatory. Commission, the Taiwan Securities and Futures Bureau, the Ministry of Finance, and the
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Commerce Department, Ministry of Economic ‘Affairs in Taiwan, the Financial Services Agency in Japan,
the Australian Securities and Investment Commission in Australia, the.Brazilian Securities and Exchange
Commission in Brazil, and the Comision Nacional 'Bancaria y de Valores in Mexico. The Advisers Act
imposes numerous obligations on our subsidiaries, which are registered in the United States as investment
advisers, including record keeping, operating and marketing requirements, disclosure obligations and
prohibitions on fraudulent activities: The ‘40 Act imposes similar obligations on the investment companies
that are advised by our subsidiaries. The SEC is authorized to institute proceedings and impose sanctions for
violations of the Advisers Act and the ‘40 Act, ranging from fines and censure to termination of .an
mvestment adviser’s reglstratton
' , S i )

The Company and many of the investment compames advised by our various sub51dlanes are subject
to federal securities laws and state securities and corporate laws, including those affecting corporate
governance, such as the Sarbanes-Oxley Act of 2002 and rules adopted by the SEC. As an NYSE-listed
company, we are also subject to the rules of the NYSE, including its corporate governance standards. The
federal securities laws have also been augmented by other measures, mcludmg the USA Patriot Act of 2001.

. Since 1993, the NASD Conduct Rules have hmtted the amount of aggregate sales charges Wthh may
be paid in connection: with the purchase’ and holding of investment company shares.sold-through broker/
dealers. The effect of the rule is to limit the amount of fees that could be paid pursuant to a fund’s
Rule 12b-1 Plan to FTDI, our principal underwriting and distribution subsidiary in the-United States, which
earns underwriting commissions on the distribution of fund shares in the United States.

Following the acquisition of Fiduciary Trust in April 2001, the Company registered as a bank holding
company under the BHC Act and became subjéct to supervision, regulation and examination by the FRB.
The Company also has elected to be a financial holding company. Under FRB policy, a bank holding
company, including a financial holding company, is expected to act as a source of financial strength to each
of its banking subsidiaries. In addition, bank holding companies should pay cash dividends on common
stock only out of income available from the previous fiscal year and only if prospective earnings retention is
consistent with ant1c1pated future needs and financial condition.

. _

The FRB also has adopted a system of risk-based capital guidelines to evaluate the capttal adequacy of
most bank holding companies, including the Company. Under these guidelines, the Company currently is
well capitalized. In addition, each of Fiduciary Trust and FTB&T is well capitalized as of September 30,
2006, as such term is defined by the FDIC and OTS, respectively. A depository institution generally is
prohibited from making capital distributions, including paying dividends, or paying management fees 10 a
holding company - if the institution would thereafter be undercapitalized. Moreover, undercapitalized
institutions may not accept, renew or roll over brokered deposits. Bank regulators are required to take
prompt corréctive action to resolve any problems associated with insured depository-institutions, including
Fiduciary Trust and FTB&T, whose capital levels become undercapltahzed The GLB Act, however,
generally prohibits the FRB from imposing- smular captta] requnrements on regu]ated non-bank subsidiaries
of a financial holding company.

Pursbant to the GLB Act, a bank holding company may also elect to become a financial holding company
to engage in a broader range of activities that are financial in nature, including securities underwriting, dealing
and market making, securitizing assets, sponsoring mutual funds and investment companies, engaging in
insurance underwriting and brokerage activities and investing (without providing routine management) in
companies engaged in nonfinancial activities. To qualify as a financial holding company, each of a bank

-holding company’s domestic subsidiary banks and other depository institution subsidiaries, which are not

subject to an exemption, must be and remain at all times well capitalized and well managed. In addition, each
such subsidiary must have achieved at least a “satisfactory” rating under the Community Reinvestment Act
(“CRA”) in the evaluation preceding the financial holding company election. We elected to become a financial
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holding company in 2001, and, accordingly, FTB&T is subject to CRA requirements, although Fiduciary Trust
is exempt from such requirements because it qualifies as-a special purpose bank. If, however, we do not
continue to meet all of the requirements for status as a financial helding company, we would, depending on
which requirement is not met, be required to (i). cause Fiduciary Trust or FTB&T to meet such requirement
and, in the meantime, seck prior FRB approval to undertake certain new activities or certain banking and
non-banking acquisitions, or (ii) either discontinue our banking (but not our thrift) business, or discontinue
those actwmcs not generally pemnssmlc for bank holding compames

Yoo m .

The BHC Act generally requires that a bank holding company obtam prior approval of the FRB before
acquiring control of any bank. In addition, the FRB'may impose limitations, restrictions, or prohibitions on
the activities or acquisitions of a financial holding company if the FRB believes that the financial holding
company :does not have appropriate financial and managerial resources. The GLB Act establishes the FRB
as the umbrella supervisor for financial holding companies and adopts an administrative approach to
regulation that generally requires the FRB to defer to the actions and requirements of the U.S. “functional”
rcgulators of subsidiary broker/dealers, investment advisers, investment companies, insurance companies,
and other regulated non-depository institutions. The FRB, however, retains broad authority to prohibit
activities of bank holding companies and their non-banking subsidiaries that represent unsafe and unsound
banking practices or that constitute violations of law or regulation. Civil money penalties may be imposed
for certain activities conducted on a knowmg or reckless basis if those activities caused a substantial loss to
the bank holdmg company ' ‘

+  Each of our-banking subsidiaries is'subject to restrictions under federal law that limit transactions with
the Company and its non-bank subsidiaries, including loans and other extensions of credit, investments or
asset purchases. These and various other transactions, including any payment of money to the Company and
its non-bank subsidiaries, must be on terms and conditions that are, or in good faith would be, offered to
companies that are not affiliated with these entities. In addition, these laws and related regulations may limit
our ability to obtain funds from subsidiary banks or affiliates. o

The operations and activities of Fiduciary Trust are subject to extensive regulation, supervision and
examination by the FDIC and NYSBD while the operations and activities of our other subsidiaries,
including FTB&T, are subject. to. oversight by the OTS and various state regulators. The laws and
regulations of these regulators generally impose restrictions and requiréments, with which we must comply;
on capital adequacy, management practices, liquidity, branchmg, earnmgs loans dlwdends 1nvestments
reserves against deposus and the prov1sxon of services. -

The federal banking agencies and the NYSBD have broad enforcemem powers, including the power to
terminate deposit insurance, impose substantial fines and other civil and criminal penalties and appoint a
conservator or receiver. Failure to comply with applicable laws, regulations and supervisory agreements
could subject the Company, our thrift and banking subsidiaries, as well as officers, directors and other
so-called “institution-affiliated parties” of these organizations to administrative sanctions and potentially
substantial civil money penalties. In addition, the appropriate federal banking agency may appoint the FDIC
as conservator or receiver for a banking mstatuuon or the FDIC may appoint 1tself if any one or more of a

number of circumstances exist. P v
o b . A [

COMPETITION,

-+ The financial services mdnstry is hlghly compotltwe and has mcreasmgly become a global industry;
There are approximately 8,000 open-end investment companies of varying sizes, and with varying
investment policies and objectives, whose shares are being offered to the public in the United States. Due to
our international presence and varied product mix, it is difficult to assess our market position relative to
other asset managers on a worldwide basis, but we believe that we are one of the more widely diversified

25




asset managers in the United States. We believe that our equity and fixed-income asset mix coupled with
our global presence will serve our competitive needs well over the long term. We continue to focus on the
performance .of our investment products,.service to customers and extensive marketing activities through
our strong broker/dealer and other financial institution distribution network ‘as well as with-high net-worth
customers. We believe that performance, diversity of products and customer service, along with fees and
costs, are the primary methods of competition in the asset management industry.

We face strong competition from numerous asset management companies, mutual fund, stock
brokerage and investment banking firms, insurance companies, banks, savings and loan associations and
other financial institutions, which offer a wide range of financial and investment management services to
the same institutional accounts, separate accounts and high net-worth customers that we are seeking to

. mattiact. Over.the;pastidécadé; a sighificantnumber-of newasset management firms and investment-products

it g Mo 1

have been established, increasing competition. Many of our competitorsiave long=standing-and“established
relationships with broker/dealers and investment adviser customers. Others have focused on, offer and
market specific product lines, which are-able to provide strong competition to certain of our asset ciasses,
since we have a broad range of products: In recent years, there also has been a trend of consolidation in the
financial services industry, resulting in' stronger competitors, some, with greater -financial resources and
broader distribution channels than our own., - . A :
We rely largely on intermediaries to distribute and sell our fund shares. We have and continue to
pursue sales relationships with all types of intermediaries to broaden our distribution network. We have
experienced increased costs related to maintaining our distribution‘channels and we anticipate that this.trend
will continue. A failure to maintain strong business relationships.with the major intermediaries who
currently distribute our products: may also impair our distribution and sales: operations.” Any. inability to
access and successfully sell our produets.to clientsthrough third-party distribution .channels could have a
negative effect on our level of assets under management, related revenues and overall business and financial
condition. oo I . : "

We maintain an award winning Internet platform to compete with.the rapidly developing and evolving
capabilities being offered with this technology. However, technology: is subject to rapid change and we
cannot guarantee that our competitors may not implement more: advanced Internet platforms for their
products, which could affect our business. .~ - e Lo

. vy e
.t . . . . i

" As investor interest in the mutual fund industry has increased, competitive pressures have increased on
sales charges of broker/dealer distributed funds. We believe that, although this trend will continue, a
significant portion of the investing public still. relies on the services of the broker/dealer or ﬁnancnal adviser
community, particularly durlng -weaker market conditions. S

[ ' .

We believe that we are ,well positioned‘tq deal with changes in marketing trends as a result of our
already extensive advertising activities and broad.based marketplace recognition: We conduct significant
advertising and promotional campaigns through various media .sources to promote brand recognition. We
advertise in major financial publications, as well as on radio and television to promote brand name
recognition and to assist our distribution network. Such activities include purchasing network and cable
programming, sponsorship of sporting events, and extensive newspaper and magazine advertising.

Diverse and strong competition affects the banking/finance segment of our business as well, and limits
the fees that.can be charged for our services. For example, in our banking/finance segment we compete with
many types of institutions for consumer loans, including-the finance subsidiaries of large automobile
manufacturers, which offer from time to time special incentives to stimulate automobile sales, including
no-interest loans. These product offenngs by our competitors limit:the interest rates that we can charge on
consumer loans. : -
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INTELLECTUAL PROPERTY

We have used, registered, and/or applied. to register certain trademarks, service marks and trade names
to distinguish our sponsored investment products and services from those of our competitors in the United
States and in foreign countries and jurisdictions, including, but not limited to, Franklin®, Templeton®,

Bisselt®, Mutual Series®, Fiduciary™ and Daiby®. Our trademarks, service marks and trade names are

important to us and, accordingly, we enforce our trademark, service mark and trade name rights in the
United States and abroad. The Franklin Templeton Investments brand has been, and continues .to be, -
extremely well received both in our industry and with our clients, reflecting the fact that our brand, like our
business, is based in part-on trust and confidence. If our brand is harmed, our future business prospects may
be affected. '

EMPLOYEES

As of September 30, 2006, we employed approx1mately 8, 000 employees and operated ofﬁces in 29
countries. We consider our relations with our employees to be satisfactory. . -

AVAILABLE INFORMATION - !

The Company files reports with the SEC, including current and periodic reports, proxy statements and
other information filed or furnished to the SEC from time to time. The public may read and copy any of
these filings at the SEC’s Public Reference Room at 100 F Street, N.E., Washington, D.C. 20549.
Information on the operation of the Public Reference Room can be obtained by calhng the SEC at
1-800-SEC-0330..

The SEC also maintains an Internet site that contains reports, proxy and information statements, and
other information regarding issuers, including the Company, who file electronically with the SEC, at
http://www.sec.gov. Additional information about the Company can also be obtained at our website at
www.franklintempleton.com under “Investor Relations™ on the “Our Company” page. We make available
free of charge on our website our Annual Report on Form 10-K, Quarterly Reports on Form 10-Q; Current
Reports on Form 8-K and amendments to those reports filed or furnished pursuant to Section 13(a) or 15(d)
of the Securities Exchange: Act of 1934, as amended, as soon as reasonably: practicable after we
electronically file such material with, or furnish it to, the SEC. .

Corporate Governance Guidelines. The Company has adopted Corporate Governance.Guidelines. The
Corporate Governance Guidelines are posted-on the Company’s website under “Corporate Governance” on
the “Our Company” page and are available in print to any stockholder who requests a copy.

Committee Charters. The Company’s Board of Directors has an Audit Committee, Compensation
Committee and Corporate Governance Committee. The Board of Directors has adopted written charters for
each such committee, which are posted on the Company’s website under “Corporate Governance” on the
“Our Company” page and are available in print to any stockholder who requests a copy.

'

Item 1A. Risk Factors

We are subject to extensive and often complex, overlapping and frequently changing regulation
domestically and abroad. Our investment management and related services business and our banking/
finance business are subject to extensive and often complex, overlapping and frequently changing regulation
in the United. States and abroad, including, among others, securities, banking, accounting and tax laws and
regulations. Moreover, financial reporting requirements, and the processes, controls and procedures that
have been put in place to address them, are often comprehensive and complex. While management has
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focused attention and resources on our compliance policies, procedures and practices, non-compliance with
applicable laws or rules or regulations, conflicts of interest requirements or fiduciary principles, cither in the

United States or abroad, or our inability to keep up with, or adapt to, an often ever changing, complex

regulatory environment could result in sanctions against us, including fines and censures, injunctive relief,
suspension or expulsion from a certain jurisdiction or market or the revocation of licenses, any of which
could also adversely affect our reputatlon prospects, revcnues and carnings. '

We are subject to federal securities laws, state laws regarding-securities fraud other federal and state
laws and rules and regulations of certain regulatory and self regulatory organizations, including those rules
and regulations promulgated by, among ‘others, the SEC, the NASD and. the' NYSE, and to-the extent
operations or trading in our securities take place outside the United States, by foreign regulations and
regulators, such as the U.K. Listing Authority. Certain of our subsidiaries are registered with the SEC under
the Investment Advisers Act of 1940, as amended, and many of our funds are registered with the SEC under
the Investment Company Act of 1940, as amended, both of which impose numerous obligations, as well as
detailed operational requirements, on our subsidiaries which are investment advisers to registered
investment companies. Our subsidiaries, both in the United States and abroad, must comply with a myriad
of complex and often changing U.S. and/or foreign regulations, some of which may conflict, including
complex U.S. and non-U.S. tax regimes. Additionally, as we expand our operations, sometimes rapidly, into
non-U.S. jurisdictions, the rules and regulations of these non-U.S. jurisdictions become applicable,
sometimes with short comphance deadlmes and add further regulatory complexity to our ongoing
compliance operations.

*

In addition, we are a bank holding company and a financial holding company subject to the supervision
and regulation of the Federal Reserve Board, or FRB, and are subject to the restrictions, limitations, or
prohibitions of the Bank Holding Company Act of 1956, as amended, and the Gramm-Leach-Bliley Act.
The FRB may impose additional limitations or restrictions on our activities, including if the FRB believes
that we do not have the appropriate financial and managerial resources to commence or conduct an activity
or make an acquisition. Further, our subsidiary, Fiduciary Trust, is subject to extensive regulation,
supervision and examination by the. FDIC and New 'York State Banking Department, while other
subsidiaries are subject to oversight by the Office of Thrift Supervision and various state regulators. The
laws and regulations imposed by these regulators generally involve restrictions and requirements in
connection with a variety of technical, specialized and recently expanding matters and concerns. For
example, compliance with anti-money laundering and’ Know-Your-Customer requirements, both
domestically and internationally, and the Bank Secrecy Act has taken on heightened importance with
regulators as a result of efforts to, among other-things, limit terrorism. At the samé time, there has been
increased regulation with respect to the protection of customer. privacy and the need to secure sensitive
customer information. As we continue to address these requirements or focus on meeting new or expanded
ones, we may expend a substantial amount of time and resources, even though our banking/finance business
does not constitute our dominant business sector. Moreover, any inability to meet these requirements, within
the timeframes set by regulators,. may subjecl us to sanctions or other restrictions by the regulators that
impact our broader business. -

Regulatory and legislative actions and reforms are making the regulatory environment in which we
operate more costly and future actions and reforms could adversely impact our assets under management,
increase costs and negatively impact our profitability and future financial results. Since 2001, the federal
securities laws have been augmented substantially and made significantly more complex by, among other
measures, the Sarbanes-Oxley Act of 2002 and the USA Patriot Act of 2001. Moreover, changes in the
interpretation or enforcement of existing laws or regulations have directly affected our business. With new
laws and changes in interpretation and enforcement of existing requirements, the associated time we must
dedicate to, and related costs we must incur in, meeting the regulatory complexities of our business have
increased and these outlays have also increased as we expand cur business into various non-U.S.
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jurisdictions. For example, in the past few years following the enactment of the Sarbanes-Oxley Act-of
2002, new rules of the SEC, NYSE and NASD were promulgated and other rules revised. Among other
things, these new requirements have. necessitated- us to make changes to our corporate governance and
public disclosure - policies, procedures and practices and our registered investment companies’ and
investment- advisers have been required to make similar changes.- In addition, complex. accounting and
financial reporting requirements have been implemented in the past.several years pursuant to.the Sarbanes-

Oxléy-Act of 2002 and the rules of the SEC and the Public Company Accounting Oversight Board, which
apply across differing: legal entities within -our corporate structure and varied geographical and/or
Junsd1ct10nal areas in-which we operate. Compliance activities to. meet these new requirements - have
required us to expend additional time. and resources, including without limitation substantial efforts to
conduct. evaluations required to ensure compliance -with the -management ceitification” and attestation
requirements under the Sarbanes-Oxley Act of 2002, and, consequently, we are incurring increased costs of
doing business, which potentially negatively impacts our profitability and future financial results. Moreover,
any potential accounting or reporting error, whether financial or otherwise, if material, could damage our
reputation, adversely affect our ability to conduct business, and decrease revenue and net income: Finally,
any regulatory and legislative actions and reforms. affecting the mutual fund industry, including compliance
initiatives, may-negatively 1mpact ‘revenues by increasing our:costs of accessmg or deahng in .the financial
markets: . o . S *e noob . :

Our abtlu‘y to maintain the beneﬁczal tax treatment we antrc:pate with respect to forezgn earnings we
have repatrmted is based on current mterpretarrons of the Amer:can Jobs Creation Act of 2004 and nmely
and permitted use of such amounts in accordance ‘with our domestic remvestment plan and the Jobs Act. In
September 2006, we completed our planned repatriation into the United States of appr0x1mately $2.1 billion
of undistributed earnings of our non-U S. subsidiaries in accordance with our domestlc remvestment plan
and the American Jobs Creation Act of 2004 (the “Jobs Act”) However, our ablhty to rnamtam the
antrmpated beneficial tax treatment with respect to these forelgn earnings is subject to current mterpretatlons
and comphance with the Jobs Act (mcludmg Intemal Revenue Code Section 965), as well as the rules and
regulatlons prornulgated by, among others, the Tnternal Revenue Service and the United States Treasury
Departrnent Moreover, changes in the 1nterpretat10n of these rules and regulations may have an effect on
our ab111ty to maintain the beneficial ax treatment with respect to our repatrlated forelgn earmngs Our
inability, to tlmely complete, to appropnately use repatriated amounts for penmtted purposes or to otherwisé
satlsfy the requrrements of our planned repatriation coutd’ also have a negatlve 1mpact on 'the scope and
breadth of our ant1c1pated tax treatment with respect to such amourits.”

: Any significant limitation or failure of our software apphcanons and other technology systems that are
critical to our operations could constrain our operdtions. We are highlydependent upon the use of various
proprietary and third-party software applications and.other technology systems to operate our business. We
use our. technology to, among other things, obtain securities,pricing information, process client-transactions
and provide reports and other_customer services to the clients of the funds we manage. Any inaccuracies,
delays or systems failures in these and other processes could subject us to client dissatisfaction and losses.
Although we take protective measures, including measures to effectively secure information through system
security’ techriology, our technology systems may -still be wvulnerable to unauthorized-access, computer
viruses or‘other events that.-have a security impact, such as an-authorized employee or vendor inadvertently
causing.us to release confidential information; which could materially damage our.operations or cause the
disclosure or modification of sensitive or.confidential information. Moreover, loss of confidential customer
identification information could harm our reputation. Further, although we take precautions to password
protect our laptops and other mobile electronic. hardware, if such hardware is stolen,. misplaced:or left
unattended, it may become vulnerable to hacking or other.unauthorized use, creating a possible security risk
and resulting in -potentially costly actions by us. Most of the software applications that we use in.our
business are licensed from;.and supported, upgraded and maintained by, third-party vendors. A suspension
or termination of certain -of. these ‘licenses or the related support,upgrades and maintenance could cause
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temporary system delays or interruption. In addition, wé have outsourced to a single vendor the operation-of
our U.S. data centers, which includes responsibility for processing data and managing the .centers. This
vendor is-also responsible for our disaster recovery systems. A failure by this vendor to continue to'manage
our U.S. data centers and our disaster recovery systems adequately in the future could have a material
adverse impact on our business. Moreover, although we have in place certain disaster recovery plans, we
may experience system delays and interruptions as a result of natural disasters, power failures, acts of war,
and third party failures. Technology is subject to rapid change and we cannot guarantee that our competitors
may not implement more advanced Internet platforms for their products which could affect our business.
Potential system failures or breaches, or advancements in technology, and the cost necessary to address
them, could result in material financial loss or costs, regulatory actions, breach of client contracts,
o &mreputatlonalghann or. legale claims and hablllty Wthh in- turn could negaﬂvely 1mpact our revenues and
income, .~ v waien L S e e <

We face risks, and corresponding potential costs and expenses,. associated with conducting operﬁt:’ons
and growing our business in numerous foreign countries. We sell mutual funds and .offer, investment
management and related services in many different regulatory jurisdictions around the world, and intend to
continue to expand our operations internationally. As we do so,:we will ‘continue to face various ongoing
challenges to ensure that we have sufficient resources, procedures and controls in place to address and
ensure that our operations abroad operate consistently and effectwe]y In order to remain competitive, we
must be proactive and prepared to implement necessary resources when growth opportunities present
themselves, whether as a result of a business acqu1smon or rapidly increasing business activities in
particular markets or reglons As we grow, we face a helghtened risk that the necessary resources and/or
personnel ‘will be unavallable to take full advantage of strategic opponumtles when they appear or that
strategic decisions can be efficiently 1mplemented Local regulatory environments may vary widely, as may
the adequacy and sophistication of each. Similarly, local distributors, and their pohcles and practices as well
as financial viability, may be inconsistent or less developed or mature. Notwithstanding potential long- term
cost savings by increasing certain operauons such as transfer agent and other back-officé operations, in
countnes or regions of the world with lower operatmg costs, growth of our international operations may
involve near-term increases in ‘expenses as well as additional capital costs, such as mfonnatmn systems and
technology costs and costs related to compliance with partlcular regulatory or other local requ1rements or
needs. Local reqmrements or needs may also place additional demands on sales and compliance personnel
and resources, such as meetirig local language requirements while also integrating personnel into an
organization with a single operating language. Finding and hiring additional, well-qualified personnel and
crafting and adopting policies, procedures and controls to address local or regional réquirements remain a
challenge as we expand our operations internationally. Moreover, regulators in non-U.S. jurisdictions could
also change "their policies or "laws in.a manner that” might restrict. or otherwise impede our ability to
distribute or register investment products in their respective markets. Any of these local requirements,
activities or needs could increase the costs and expenses we incur in a specific ]UI‘ISdlCﬂOI‘l without any
corresponding increase in revenues and incomé from operatmg in the _]llrlSdlCthll

We depend on key personnel and our financial petfonnance coula' be negatively aﬂected by the loss of
their services. The success of our business will continue to depend upon our key personnel, including our
portfolio and fund managers, investment analysts; investment- advisers, sales and management personnel
and other professionals as well as our executive officers and business unit heads. In a tightening labor
market, competition for gualified, . motivated- and highly skilled executives, professionals and other key
personnel in the asset management and banking/finance industries remains signiticant. Our success depends
to a substantial degree upon our ability to attract, retain and motivate qualified individuals, including
through competitive compensation packages, and upon the.continued contributions of these people. As our
business grows, we are likely to need to increase correspondingly the overall number of individuals that we
employ. Morecover, in-order to retain certain key personnel, we may be required to increase compensation to
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such individuals, resulting in additional expense without a corresponding increase in potential revenue. We

cannot assure you that we will be successful in attracting and retaining qualified individuals, and the

departure of key investment personnel, in particular, if not replaced, could cause us to lose clients, which

could have a material adverse effect on our financial condition, results of operations and business prospects.
. . © . -

Strong competition from numerous and. sometimes larger companies with competing offerings and
producr.f could limit or reduce sales of our products, potentially resulting in a decline in our marker share,
revenues and net income. We compete with numerous asset management companies, mutual fund, stock
brokerage and investment banking firms, insurance companies, banks, savings and loan associations and
other financial institutions, -Our investment products also compete with products offered by these
competitors as well as real estate.investment trusts, hedge funds and others. Over the past decade, a
significant ‘number of new asset management firms and mutual funds have been established, increasing
competition. At the same time, consolidation in the financial services industry has created stronger
competitors with greater financial resources and broader distribution channels than our own, Competition is
based on various factors; including; among. others, business reputation, investment performance, product
offerings, service quality, distribution relationships, and fees charged. Additionally, competing. securities
broker/dealers whom we rely upon to distribute and sell our mutual funds may also sell their own
proprietary funds and investment products, which could limit the distribution of our invesiment products.
To the extent that existing or potential customers, including securities broker/dealers, decide to invest in or
distribute the products of our competitors, the sales of our products as well as our market share, revenues
and net income could decline. Our ability to attract and retain: assets under our management is also
dependent on the relative investment performance of our funds and other managed investment portfolios,
offering a mix of sponsored investment products that-meets investor demand and our ability to maintain our
investment management services fees at competitive levels. _ v

v
.

. .Changes in the distribution channels on which we depend could reduce our revenues and hinder our
growth. We derive nearly all of our fund sales through broker/dealers and other similar investment advisers.
Increasing competition for these distribution .channels and recent regulatory initiatives have caused our
distribution costs-to rise and could cause further increases in the future or could otherwise negatively impact
the distribution of our products. Higher distribution costs lower our net revenues and earnings. Additionally, if
one or more of the major financial advisers who distribute our products were to cease operations or limit or
otherwise end the distribution of our products, it could have a significant adverse impact on our revenues and
eamings. There is no assurance we will continue to have access to the’ third-party broker/dealers and similar
investment advisers that currently distribute our products, or continue to have the opportunity to offer all or
some of our existing products through them. A failure to maintain strong business relationships with the major
investment advisers who currently distribute our products may also impair.our distribution and sales
operations. Because we use broker/dealers-and other similar investment advisers to sell our products, we do
not control the ultimate investment recommendations given to clients. Any inability to access and successfully
sell our products to clients through third-party distribution channels could have a negative effect on our level
of assets under management, related revenues and overall business and financial condition.

The, amount or mix of our assets under management are subject to significant fluctuations and could
negatively impact our revenues and income. We have become subject to an increased risk of asset volatility
from changes in the domestic and global financial and equity markets. Individual financial and equity
markets may be adversely affected by political, financial or other instabilities that are particular to the
country or regions in which a market is located, including without limitation local acts of terrorism,
economic crises or other business, social -or political crises. Declines in these markets have caused’in the
past, and would cause in the future, a decline in our,revenues and income. Global economic conditions,
exacerbated by war or terrorism or financial crises, changes in the equity market place, currency exchange
rates, interest rates, inflation rates, the yield curve and other factors that are difficult to predict affect the

31



mix, market values and levels of our assets.under' management. Our investmen! management services
revenues are derived primarily from fees based on a percentage of the value of assets under management
and vary with the nature of the account or product managed. A decline in the price of stocks or bonds, or in
particular market segments, or in the securities market generally, could cause the value and returns on our
assets under management to decline, resulting in a decline in our revenues and income. Moreover, changing
market conditions may cause a shift in our asset mix between international and U.S. assets, potentially
resulting in a decline in our revenue and income depending upon the nature of our assets under management
and' the level of management fees we earn based on them. Additionally, changing market conditions may
cause a shift in our asset mix towards fixed-income products and a related decline in our revenue and
income, as we generally derive higher fee revenues and income from equity assets than from fixed-income
products we manage. On the other hand, increases in interest rates, in particular if rapid, or high interest
rates, as well as any uncértainty in the future direction‘oféinteresiatesWmayatiaveiainegativeimpact.on:our
fixed-income products as rising interest rates or interest rate uncertainty typically decrease the total return.
on many bond investments due to lower market valuations of existing bonds. Any decrease in the level of
assets under management resulting from price declines, interest rate volatlllty or uncertainty or other factors
could: negatlvely impact our revenues and income.

Our increasing focus on r‘ntemationa_l markets as a source of investments and sales of investment
products subject us to increased exchange rate and other risks in connection with earnings and income
generated overseas. While we operate primarily in the United States, we also provide services and earn
revenues in The Bahamas, Canada, Europe, Asia, South America, Africa, Australia and Mexico. As a result,
we are subject to foreign exchange risk through our foreign operations. While we have taken steps to reduce
our exposure to foreign exchange risk, for example, by denominating a significant amount of our
transactions in U.S. dollars, the situation may change in the future as our business continues to grow outside
the United States. Stabilization or appreciation of the U.S. dollar could moderate revenues from sales of
investment products internationally or could .affect relative investment performance of certain funds
invested in non-U.S. securities, Separately, management fees that we earn tend to be higher in connection
with international assets under management than with U.S, .assets under management. Consequently, a
downturn in international markets could have a significant effect on our revenues and income. Moreover, as
our business grows in non-U.S. markets, any business, social and political unrest affécting these markets, in
addition to any direct consequences such unrest may have on our personnel and facilities located in the
affected area, may also have a more lasting impact on the long-term investment climate in these and other
areas and, as a result, our assets under management and the corresponding revenues and income that we
generate from them may be negatlvely affected.

Poor investment performance of our products could affect our sales or reduce the level of assets under
management, potentially negatively impacting our reveitues and income. Our investment performance,
along with achieving and maintaining superior distribution and client services, is critical to the success of
our investment management and related services business. Strong investment performance often stimulates
sales of our investment products. Poor investment performance as compared to third-party benchmarks or
competitive products could lead to a decrease in sales of investment products we manage and stimulate
redemptions from existing products, generally lowering the overall level of assets under management and
reducing the management fees we earn. We cannot assure you that past or present investment performance
in the investment products we manage will be indicative of future performance. Any poor future
performance may negatively impact our revenues.and income. -

We could suffer losses in earnings or revenue if our reputation is harmed. Our reputation is important
to the success of our business. The Franklin Templeton Invesiments brand has been, and continues to be,
extremely well received both in our industry-and with our clients, reflecting the fact that our brand, like our
business, is based in part on trust and confidence. If our reputation is harmed, existing clients may reduce
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amounts held in, or withdraw entirely from, funds that we advise or funds may terminate their management
agreements with us, which could reduce the amount of assets under management and cause us to suffer a
corresponding loss in eamings or revenue. Moreover, reputational harm may cause us to lose current
employees and we may be unable to continue to attract new ones with similar qualifications, motivations or
skills. If we fail to address, or appear to fail to address, successfully and promptly the.underlying causes of
any reputational harm, we may be unsuccessful in repairing any existing harm to our reputation and our
future business prospects would likely be affected.- - :

Qur future results are dependent upon maintaining an appropriate level of expenses, which is subject
to fluctuation. The level of our expenses-is subject to fluctuation and may increase for the following or other
reasons: changes in the level and scope of our advertising expenses in response to market conditions;
variations in the level of total compensation expense due to, among other things, bonuses, changes in our
employee count.and mix, and competitive factors; changes in expenses and capital costs, including costs
incurred to maintain and enhance our. administrative and operating services infrastructure; and an increase in
insurance expenses including through the assumption of higher deductibles and/or co-insurance liability.

Our ability to successfully integrate widely varied business lines can be impeded by systems and other
technological limitations. Our continued success in effectively managing and growing our business, both
domestically and abroad, depends on our ability to integrate the varied accounting, financial, information
and operational systems of our various businesses on a global basis. Moreover, adapting or developing our
existing technology systems to.meet cur internal needs, as well as client needs, industry demands and new
regulatory requirements, is also critical for our business. The constant introduction of new technologies
presents new challenges to-us, We have an ongoing need to continually upgrade and improve our various
technology systems, including our data processing, financial, accounting and trading systems. Further, we
also must be proactive and prepared to implement technology systems when growth opportunities present
themselves, whether as a-result of a business acquisition or rapidly.increasing business activities in
particular markets or regions. These needs could present operational issues or require, from time to time,
significant capital spending. It also may require us to reevaluate the current value and/or expected useful

. lives of our technology systems, which could negatively impact our results of operations.

'
N

QOur inability to successfully recover should we experience a disaster or other business continuity
problem could cause material financial loss, loss of human. capital, regulatory actions, reputational harm
or legal liability. Should we experience a local or regional disaster or other business continuity problem,
such as a pandemic or other natural or man-made disaster, our continued success will depend, in part, on the
availability of our perscnnel, our office facilities and :the proper functioning of our computer,
telecommunication and other related systems and operations. While our operational size, the diversity of
locations from which we operate, and our redundant back-up systems provide us with a strong advantage
should .we experience a local or regional disaster or other business continuity event; we could- still
experience near-term operational challenges, in particular depending upon how. a.local or regional event
may affect our human capital across our operations or with regard to particular segments of our operations,
such as key executive officers or personnel in our technology group. Moreover, as we grow our operaticns
in particular areas, such as India, the potential for particular types of natural or man-made disasters,
political, econamic or infrastructure instabilities, or other country- or region-specific business continuity
risks increases. Past disaster recovery efforts have demonstrated that even seemingly localized events may
require broader disaster recovery efforts throughout our operations and, consequently, we are constantly
assessing and taking steps to improve upon our existing business continuity plans and key management
succession. However, a disaster on a significant scale or affecting certain of our key operating areas within
or across regions, or our inability to successfully recover should we experience a disaster or other business
continuity problem, could materially interrupt our business operations and cause material financial loss, loss
of human capital, regulatory actions, reputational harm or legal liability.
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Certain of the portfolios we manage, including our emerging market portfolios, are vulnerable to
market-specific political, economic or other risks, any of which may negatively impact our revenues and
income. Our emerging market portfolios and revenues derived from managing these portfolios are subject to
significant risks of loss from political, economic, and diplomatic developments, currency fluctuations, social
instability, changes in governmental polices, expropriation, nationalization, asset confiscation and changes
in legislation related to foreign ownership. Foreign trading markets, particularly in some emerging market
countries, are often smaller, less liquid, less regulated and significantly more volatile than the U.S. and other
established markets.

Qur revenues, eamnings and income could be adversely affected if the terms of our management
agreements are significantly altered or these agreements are terminated by the funds we advise. Our
revenues are dependent on fees earned under investment management and related services agreements that

we have with the funds we advise. These revenues could be adversely affected if .these agreements are
altered significantly or terminatéd. The decline in revenue that might result from alteration or termination of
our investment. management services agreements could have a material-adverse impact on our earnings or
income.

]
.

Diverse and strong competition limits the ‘interest rates that we can charge on consumer loans. We
compete with many types’of institutions for consumer loans, which-can provide loans at significantly
below-market interest rates or in some cases zero interest rates in connection with automobile sales. Qur
inability to compete effectively against these companies or to maintain our relationships with the various
automobile dealers through whom we offer consumer loans could limit the growth of our consumer loan
business. Economic and credit market downturns could reduce the ability of our customers to repay loans,
which could cause losses to our consumer.loan portfoho o CL

Civil litigation arising out of or relating. to prgviously settled governmental investigations or other
matters, governmental or regulatory investigations and/or examinations and the legal risks associated with
our. business could adversely impact our assets under management, increase costs and negatively impact
our profitability and/or our future financial results. We have been named .in shareholder class action,
derivative, and other lawsuits, many of which arise out of or relate to previously settled governmental
investigations, While management believes that the claims made in these lawsuits are without merit, and
intends to vigorously defend against them, litigation typically is an expensive process. Risks associated with
legal ‘liability often are difficult to assess or quantify and their existence and- magnitude can remain
unknown for significant periods of time. Moreover, settlements or judgments against us have the potential
of being substantial if we are unsuccessful in settling or otherwise resolving matters early in the process
and/or on favorable terms. It is also possible that we -may be named in additional civil or governmental
actions similar to those already instituted. From time to time we may receive requests for documents or
other information from governmental authorities or regulatory bodies or we also may become the subject of
governmental or regulatory investigations and/or examinations. Moreover, governmental or regulatory
investigations or examinations that have been inactive could become active. We may be obligated, and
under our standard form of indemnification agreement with certain officers and directors in some instances
we are obligated, or we may choose, to indemnify directors, officers or employees againsi liabilities and
expenses they may incur in connection with such matters to the extent permitted under applicable law.
Eventual exposures from and expenses incurred relating to current and future. litigation, investigations,
examinations and settlements could adversely impact our assets under management, increase costs and
negatively impact our profitability and/or our future financial results. Judgments or findings of wrongdoing
by regulatory or governmental authorities or in civil litigation against us could affect our reputation,
increase our costs of doing business and/or negatively impact our revenues, any of wh1ch could have.a
material negativé impact on our financial results.
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Qur ability” to meet cash needs depends upon certain_ factors, including our asser value, credit
worthiness and the market value of our stock. Our ability to meet anticipated cash needs depends upon
factors including our asset value, .our creditworthiness as perceived by lenders and the market value of our
stock. Similarly, our ability to securitize and hedge future loan portfolios and credit card receivables, and to
obtain continued financing for certain Class C shares, is also .subject to the market’s perception of those

assets, finance rates offered by competitors, and the general market for private debt. If we are unable to
obtain these funds and financing, we may be forced to incur unanticipated costs or revise our business plans.

Itpm 1B Unresol'ved.Staff Comments.

None. . L . L R

Item 2. Propemes.

.

We conduct our worldwide operatlons using a combmatlon of leased and owned facilities. Whlle we
believe we have sufficient famlltles to conduct our business at present, we will continue to lease, acqmre
and dlspose of facilities throughout the world as necessary

We lease space in various states in the United States, including California,.Connecticut; Delaware,
Florida, New Jersey, New York, Utah and the District of Columbia, and in various non-U.S. locations,
including Australia, Belgium, Brazil, Canada, China (including Hong Kong), France, Germany, India,
Ireland, Italy, Japan, Korea, Luxembourg, Mexico, The Netherlands, Poland, Russia, Singapore, South
Africa, Spain, Sweden, Switzerland, Turkey, United Arab Emirates and the U.K. (including England and
Scotland). As of September 30, 2006, we leased and occupied approximately 1,024,000. square. feet of
space. We have also leased and subsequenlly subleased to third pames a total of 294,000 square feet of
excess leased space. :

I add1t10n we own four buildings in San Mateo, California, ﬁve buildings near Sacramento
California, five buildings in $t. Petersburg, Florida, and two buildings in Nassau, The Bahamas, as well as
space in office buildings in Argentina, .China, India and Singapore. The buildings we own consist of
approximately 1,631,000 square feet of space. We have leased to thlrd parues approx1mately 218, 000
square feet of excess owned space..

1

Generally, both ,of our operating segments, investment management and related services and banking/
finance, take place across the same locations,

. We are also dcvelopiug a new campus in Hyderabad, India, whicu following'its anticipated opening in
the first three months of calendar year 2007, will accommodate approximately 1,800 employees. A variety
of operations relating to both our operating segments will take place at this new campus

Item 3.  Legal Proceedings.

As previously reported, the Company and certain of its subsidiariés, and in some instances, certain of
the Franklin Templeton mutual funds (*“Funds™), current and former officers, employees, and Company and/
or Fund directors have been named in multiple lawsuits in different federal courts in Nevada, California,
Illinois, New York, and Florida, alleging viclations of various federal securities and state laws and' seeking,
among other relief, monetary damages, restitution, removal of Fund trustees, directors, advisers,
administrators, and distributors, rescission of management contracts and Rule 12b-1 plans, and/or atiorneys’
fees and costs. Specifically, the lawsuits claim breach of duty with respect to alleged arrangements to permit
market timing andfor late trading activity, or breach of duty with respect to the valuation of the portfolio
securities of certain Templeton Funds managed by the Company’s subsidiaries, allegedly resulting in
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market timing activity. The majority of these lawsuits duplicate, in whole or in.part, the allegations asserted
in the February 4, 2004 Massachusetts Administrative Complaint concerning one instance of market-timing
(the “Administrative Complaint”) and the SEC’s findings regarding market timing in its August 2, 2004
Order (the “SEC Order™), both of which matters were previously reported. The lawsuits are styled as class
actions, or derivative actions on behalf of either the named Funds or the Company.

To date, more than 400 similar lawsuits against at least 19 different mutual fund companies have been
filed in federal district courts throughout the country. Because these cases involve common questions of
fact, the Judicial Panel on Multidistrict Litigation (the “Judicial Panel”) ordered the creation of a
multidistrict litigation in the United States District Court for the District of Maryland entitled “In re Mutual
Funds Investment Litigation” (the “MDL"). The Judicial Panel then transferred similar cases from different
districts to the MDL for coordinated or consolidated pretrial proceedings. :

As of December 20, 2006 the following market timing lawsuits are pending against the Company and
certain of its subsidiaries (and in some instance§, name certain current and former officers, emp]oyees
Company and/or Fund directors and/or Funds) and have been transferred to the MDL:

Kenerley v. Templeton Funds, Inc., et al., Case No. 03-770 GPM, filed on November 19, 2003 in the United
States District Court for the Southern District of Illinois; Cullen v. Templeton Growth Fund, Inc., et al.,
Case No. 03-859 MIJR, filed on December 16, 2003 in the United States District Court for the Southern
District of Illincis and transferred to the United States District Court for the Southern District of Florida on
March 29, 2004; Jaffe v. Franklin AGE High Income Fund, et al., Case No. CV-58-04-0146-PMP-RJJ, filed
on February 6, 2004 in the United States District Court for the District of Nevada; Lum v. Franklin
Resources, Inc., et al., Case No. C 04 0583 JSW, filed on February 11, 2004 in the United States District
Court for the Northern District of California; Fischbein v. Franklin AGE High Income Fund, et al., Case
No. C 04 0584 JSW, filed on February 11, 2004 in the United States District Court for the Northern District
of California; Beer v. Franklin AGE High Income Fund, et al., Case No. 8:04-CV-249-T-26 MAP, filed on
February 11, 2004 in the United States District Court for the Middle District of Florida; Bennett v. Franklin
Resources, Inc., et al., Case No. CV-S-04-0154-HDM-RJJ, filed on February 12, 2004-in the United States
District Court for the District of Nevada; Dukes v. Franklin AGE High Income Fund, et al., Case No.
C 04 0598 M1J, filed on February 12, 2004 in.the United States District Court for the Northern District of
California; McAlvey v. Franklin Resources, Inc., et al.,, Case No. C 04 0628 PJH, filed on February 13,
2004 in the United States District Court for the Northern District of California; Alexander v. Franklin AGE
High Income Fund, et al., Case No.-C 04 0639 SC, filed on February 17, 2004 in the United States District
Court for the Northern District of California; Hugh Sharkey IRA/RO v. Franklin Resources, Inc., et al;

Case No. 04 CV 1330, filed on February 18, 2004 in the United States District Court for the Southern-

District of New York; D’ Alliessi v. Franklin AGE High Income Fund, et al., Case No. C 04 0865 SC, filed
on March 3, 2004 in the United States District Court for the Northern Dlstnct of California, Marcus
v. Franklin Resources, Inc., et al., Case No. C 04 0901 JL, filed on March 5, 2004 in the United States
District Court for the Northern District of California; Banner v. Franklin Resources, Inc., et al., Case No.
C 04 0902 JL, filed on March 5, 2004 in the United States District Court for the Northern District of
California; Denenberg v. Franklin Resources, Inc., et al., Case No. C 04 0984 EMC, filed on March 10,
2004 in the United States Dlstnct Court for the Northern DlStl‘lCl of California; Hertz v. Bumns, et al., Case
No. 04 CV (2489, filed on March 30 2004 in the Umted States District Court for the Southern Dlstnct ‘of
New York.

Plaintiffs in the MDL filed t:on'so]idated amended complaints on September 29, 2004. On February 25,

2005, defendants filed motions to dismiss. The Company’s and its subsidiaries’ motions are currently under
submission with the court. '
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In addition, as previously reported, on April ‘12, 2005, the Attorney General of West Virginia filed-a
complaint in the Circuit Court of Marshall County, West Virginia (Case No. 05-C-81) against a number of
companies,engaged in the mutual fund industry, including the Company and its subsidiary, Franklin
Advisers, Inc., alleging violations of the West Virginia Consumer Credit and Protection Act arising out of
alleged market timing and seeking, among other things, civil penalties and attorneys’ fees and costs (the

“West Virginia Complaint”). In response to defendants’ motion for transfer, on October 19, 2005, the
Judicial Panel transferred the lawsuit to the MDL described above. On September 21, 2006, the Company
learned that on April 14, 2006, at the request of the Attorney General of West Virginia, the MDL court
dismissed the lawsuit without prejudice. While there is presently no-lawsuit pending .against the Company
or'its subsidiaries b'y the Attorney General ‘of West Virginia,; the Office:of the. State Auditor in West
Virginia informs the Company that it is contemplating an action against the Company based on the same
facts and circumstances alleged in the now—dtsmtssed West Vu‘gmta Complamt e

i
& v

. As also prevtously reported various sub31dtanes of the Company, as well as certam Templeton Fund'

registrants, have also been named in several class action.lawsuits originally filed in state courts-in Illinois,
alleging breach of duty with respect to the valuation.of the portfolio securities of certain Templeton Funds
managed by such subsidiaries, and seekmg, among other relief, monetary damages and attorneys’ fees and
. COsts, asfollows vy e e e : :

~ Bradfisch v. Templeton Funds Inc., et al., Case No. 2003 L 001361, filed on October 3, 2003 in the Circuit
Court of the Third Judicial Circuit, Madison County, Ilinois; Woodbury v. Templeton Global Smaller
Companies Fund, Inc., et al., Casé No. 2003 L 001362, filed on October 3, 2003 in the Circuit Court of the
Third Judicial Circuit, Madlson County, Illinois; Kwiatkowski v: Templeton Growth Fund, Inc., et al., Case
No. 03:L: 785, filed on December 17, 2003 in the Circuit Court of the Twentieth Judicial C1rcu1t St. Clair
County, Illinois; Parise v. Templeton Funds, Inc., et al., Case No. 2003 L 002049 filed on December 22,
2003 in the Ctrcutt Court of the Thlrd Judlclal C1rcu1t Madison County, Illmons

e r

In April 2005, defendants removed these lawsuits to the United States ‘District Court for the Southern
District of Illinois. On July 12; 2005, the court dismissed with prejudice one of these lawsuits, Bradfisch v.
Templeton Funds, Inc., et al., and dismissed the remaining three lawsuits 'on August 235, 2005 Plaintiffs
appealed the dismissals to the United States Court of Appeals for the Seventh Circuit (Bradfisch v.
Templeton Funds, Inc., et al., Case No. 05-3390, Woodbury v. Templeton Global Smaller Companies Fund,
Inc., et al., Case No. 05-3559, Kw1atkowsk1 v. Templeton Growth Fund, Inc., et-al., Case No. 05-3558,
Parise v. Templeton Funds, Inc., et-al., Case No. 05- 3586). On May 19, 2006, the Seventh Circuit affirmed
the dismissals. Plaintiffs’ subsequent requests to the Seventh Circuit for reconsideration were also denied.
On November 13, 2006, plaintiffs filed a petition for certiorari to the United States Supreme Court.

Iri*addition, Franklin Templeton Investments Corp., a subsidiary of the Company and the investment
manager of Franklin Templeton’s Canadian mutual funds, has been ‘named in four class action market
timing lawsuits in Canada, seeking, among other relief, monetary damages, an order barring any increase in
management fees for a period of two years following judgment, and/or attorneys’ fees and costs, as follows:
Huneault v. AGF Funds, Inc., et al., Case No. 500-06-000256-046, filed on October 25, 2004 in the
Superidr Court for the Province of Quebec, District of Montréal; Heinrichs, et al.'v. CI Mutual Funds, Inc.,
et al., Case No. 04-CV-29700, filed on December 17, 2004 in the’Ontario Superior Court of Justice;
Richardson v. Franklin Templeton Investments Corp., Case No. 05-CV-303069, filed on December 23,
2005 in the Ontario Superior Court of Justice; and Fischer, et al., v. IG Investment Management Ltd., et al.
Case No. 06-CV-307599CP, filed on March 9, 2006 in the Ontario Superior Court of Justice. -

As also previously reported, the Company and certain of its subsidiaries have been named in multiple
lawsuits alleging violations of various securities laws and pendent state law ‘claims relating to marketing
support payments and/or payment of allegedly excessive commissions, and/or advisory or distribution fees,
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and seeking, among other relief, monetary damages, restitution, an accounting of all fees, commissions and
soft dollar payments, declaratory relief, injunctive relief, and/or ‘attorneys’ fees and costs. All officers and
directors originally named.in these lawsuits have since been dismissed withouts prejudice pursuant to
stipulated tolling agreements, and in one.instance with. prejudice ‘as to the particular plaintiff pursuant to a
stipulated dismissal. These lawsuits are styled as class actions and/or derivative actions brought on behalf of
certain'Funds, and are as follows RS e ' '

Stephen Alexander. IRA v. Frankhn Resources Inc., et al., Case No.:04- 982 JLL filed on March 2,
2004 in the United States District Court for the District of New Jersey; Strigliabotti v. Franklin Resources,
Inc., et al., Case No.-C 04 0883 §I, filed on-March 4, 2004 in the United States District.Court for the
Northern District of California; Tricarico v. Franklin Resources, Inc., et -al,, Case No.’CV-04-1052' JAP,
filed on March 4, 2004 in the United States District Court for the District of New Jersey; Wilcox v. Franklin
Resources, Inc., et al., Case No. 04-2258 WHW, filed on May 12, 2004 in the United States District Court

" for the District of New Jersey; Wolbrink v. Franklin Resources, Inc., et al., Case No. 04-2430 WHW, filed

on May 25;:2004 in the United States District Court for the District of New Jersey; Bahe, Custodian CGM
Roth Conversion IRA v. Franklin/Templeton Distributors, Inc., et al., Case No. 04-11195 PBS, filed on
June 3, 2004 in the United States District Court for the District of Massachusetts; and Alexander v. Franklin
Resources, Inc., et al., Case No 06-7121 SI, filed on November 16, 2006 in the United States District Court
for the Northern District of Califomia . . . .. |

+ . R i .
1 +

The United States District Court for the sttnct of New Jersey consohdated for premal purposes three
of the above lawsu1ts (Stephen Alexander IRA Tncarlco and Wilcox) into a smgle master file entitled “In
re Franklin Mutual Funds Fee. ngauon” {Case No 04-cv-982 (WJM)(RJH)) Followmg a September 9,
2005 order of dismissal with leave to amend certain claims, on March 10, 2006, plaintiffs in those. three
lawsuits filed a second amended derwatwe consohdated complamt (the “Complalnt . Defendants moved to
dismiss the Complaint on June 9, 2006. The parties completed bneﬁng in September 2006, and the motion
remains under submission with the court. In addition, on August 23, 2006, the court consolidated a fourth
lawsuit, Wolbrink, referenced above, into the master file. That lawsuit was filed in 2004, but never; served
on the Company or its subsidiaries. - . . L . . X .

In addlt10ﬂ on May 4, 2006 the partles to the Bahe lawsuit, refereneed above filed a supulated
dismissal with prejuchce as to the named plaintiff, but without prejudice to the Franklin Balance Sheet
Investment Fund. Following a September 7, 2006 hearmg, the United States District Court for the District of

) Massachusetts ordered publication of notice of the proposed settlement. On November 21, 2006, the court

entered an order accepting the proposed settlement and dismissing the lawsuit. .

- Management strongly believes that the claims made in each of the lawsuits identified above are
without merit and intends to defend against them vigorously. The Company cannot predict with certainty,
however, the eventual outcome of these lawsuits, nor whether they will have a material negative impact on
the Company. . . : - ) e
The Company is from time to t1me 1nvolved in litigation relating to claims arising in the normal course
of business. Management is of the opinion that the ultimate resolution of such claims will not materially
affect the Company’s business, financial position, and results of operations. - r

Itemd. Submission of Matters to a Vote of Security Holders.

During the fourth quarter of the fiscal year covered by this report, no matter was submitted to a vote of
the security holders of the Company - o Co
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EXECUTIVE OFFICERS OF THE REGISTRANT

Set forth below are the name, age, present title, and certain other information for each of the
Company’s executive officers as of November 30, 2006. Each executive officer is appointed by the
Company’s Board of Directors and holds his/her office until the earlier of his/her death resngnauon

retirement, disqualification or removal.'

VIJAY C. ADVANI
AGE 46

Executive Vice President-Global Advisor Services of the Company since December 2005; officer and/or
“director of certain subsidiaries of the Company; employed by the Company or its subsidiaries in varlous
other capacmes for more than the past five years ' R

PENELOPE S. ALEXANDER
AGE 46

Vice President, Human Resources-U.S. of the Cornpanylsince May 2003; Senior Vice President, Human
Resources-U.S. of Franklin Templeton Companies, LLC, a subsidiary of the Company; employed by the
Company or its subsidiaries in various other capac1t1es for moré than-the past five years, ‘

1

JENNIFER J. BOLT
AGE 42

Executive Vice President—Operations and Technology of the Company since December 2005; formerly,
Senior Vice President and Chief Information Officer of the Company from May 2003 to December 2005;
officer of the Company for more than the past five years; officer or*director of certain subsndlanes of thc
Company. Director, Keynote Systems, Inc. since April 2004, : ' o

NORMAN R. FRISBIE, JR.
AGE 39

Senior Vice President and Chief Administrative Officer of the Company since December 2005; Senior Vice
President of FTDI, a subs1d1ary of the Company, sincé June 2003; employed by the Company or 1ts
submdnanes in various other capacities for more than the past five years.” ' '

HOLLY E. GIBSON
AGE 40

Vice President, Corporate Communications of the Company since May 2003 and Director of Corporate
Communications for more than the past five years: . -

BARBARA J. GREEN
AGE 59

Vice President and Deputy General Counsel of the Company since Januﬁry 2000 and Secretary of the
Company since Qctober 2003, officer of certain subs1d1anes of the Company, ofﬁcer in 46 investment
compames of Franklin Templeton Investments. :

PO
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DONNA §. IKEDA
AGE 50

t

Vice President, Human Resources-Internationat of the Company. since May 2003; formerly, Vice
President-Human Resources of the Company; officer of the Company for more than the past five years;
Senior Vice President, Human Resources-International of Franklin Templeton Companies, LLC, a
subsidiary of the Company. '

CHARLES B. JOHNSON

AG,E 73 _ ‘
Chairman of the Board, Member—Office of the Chairman since December 1999 and director of the
Company since 1969; formerly, Chief Executive Officer of the Company; officer and/or director of certain
subsidiaries of the Company; officer and/or director or trustee in 41 investment companies managed or
advised by subsidiaries of the Company.

GREGORY E. JOHNSON
AGE 45 |

President of the Company since December 1999 and Chief Executive Officer of the Combany since january
2004; officer and/or director of certain subsidiaries of the Company.

' - N L]

RUPERT H. JOHNSON, JR.
AGE 66

Vice Chairman, Member—Office of the Chairman since December 1999 and director of the Company since
1969; officer and/or director of certain subsidiaries of the Company; officer and/or director or trustee in 44
investment companies managed or advised by subsidiaries of the Company. .- :

LESLIE M. KRATTER il
AGE 61 ’

Senior Vice President of the Company since 2000 and- Assistant Secretary of the Company since October
2003; formerly, Secretary of the Company from March 1998 to October 2003 and Vice President of the
Company from March 1993 to 2000; officer andfor director of certain subsidiaries of the Company.

KENNETH A. LEWIS
AGE 45

Senior Vice President, Chief Financial Officer and Treasurer of the Company since October 2006; formerly,
Vice President-Enterprise Risk Management of the Company from April 2006 to October 2006 and Vice
President and Treasurer of the Company from June 2002 to April 2006; officer and/or director of certain
subsidiaries of the Company for more than the past five years.

JOHN M. LUSK -
AGE 48

Executive Vice President-Portfolio Operations of the Company since December 2005; formerly, Vice
President of the Company from January 2004 to December 2005; officer or director of certain subsidiaries
of the Company; employed by the Company or its'subsidiaries in various other capacities for more than the
past five years. |

on . . . '
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MURRAY L. SIMPSON
AGE 69

Executive Vice President of the Company si'ncer‘January 2000; formerly, deneral Counsel of tﬁe Company
from January 2000 to August 2003; officer or director of certain subsidiaries of the Company, formerly an
officer in many investment’ compames of Franklin Templeton Investments

ANNE M. TATLOCK
AGE 67

Vice Chairman; Member-Office of the Chairman of the Company since 2001; director of the Company
from January 2001 to early December 2004 and re-elected in late December 2004; Chairman of the Board,
Chief Executive Officer (since 2000), and director of Fiduciary Trust, a subsidiary of the Company;
formerly, Premdent of Fiduciary Trust; formerly, officer and/or director of other subsidiaries of the
Company Dlrector Fortune Brands Inc -and Merck & Co., Inc.

CRAIG'S. TYLE
AGE 46 -

Executive Vice President and Gencral Counsel of the Company since August 2005; formerly, a partner at
Shearman & Sterling LLP (a law firm) from March 2004 to July 2005 and Géneral Counsel for the
Investment Company Institute (a trade group for the U.S. fund industry) from September 1997 through
March 2004; officer in 46 investment companies of Franklin Templeton Investments. :

| N o ' . -

WILLIAM Y. YUN
AGE 47

Executive Vice President-Institutional of the Company since December 2005; President of Fiduciary Trust,
a subsidiary of the Company, from 2000 to December 2005; officer and/or director of other subsidiaries of
the Company; employed by the Company or its subsidiaries in-various other capacmes since the acquisition
of Fiduciary Trust in April 2001. .

Family Relations: Charles B.-Johnson and Rupert H. Johnson, Jr. are brothers. Peter M.-Sacerdote, a
director of the Company, is a brother-in-law of Charles B. Johnson and -Rupert H. Johnson, Jr. Gregory
E. Johnson is the son of Charles B. Johnson, the nephew of Rupert H. Johnson, Jr. and Peter M. Sacerdote
and the brother of Jennifer J. Bolt. Jennifer J. Bolt is the daughter of Charles B. Johnson, the niece of
Rupert H. Johnson, Jr. and Peter M. Sacerdote and the sister of Gregory E. Johnson.

- -
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PARTII

Item 5.  Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer
' _ Purchases of Eqmty Securities. .
Our common stock is traded on-the NYSE under the ucker symbol “BEN” and the London Stock
Exchange under the ticker symbol “FRK”. On September 29, 2006 (the last trading day of the Company’s

fiscal year), the closing price of our common stock on the NYSE was $105.75 per share. At November 30,
2006, there were approximately 5,100 stockholders of record of our common stock.

‘The following table sets forth-the high and low sales prices for our common stock on the NYSE for

each full quarterly perlod of the two most recently completed ﬁscal years of the Company r
o L o ) 2006 Fiscal Year 2005 Fiscal Year
Quarter ‘ ' ‘ o . High = Low High Low
October-December .. .........coiviuinerereeen.. $ 9886 3$77.63 $7145 $55.66
January-March .......... ... ... ool $104.25 $92.84 $73.54  $64.65
April-June ... © $9835 $80.16 $77.64 $63.56
July SEPLeMbBEr . .. ov e $106 69 $82 37 $84.72 $76 93’

We declared. regular cash d1v1dends of $0.48 per share (or $0.12 per share per quarter) in ﬁscal year
2006 and $0.40 per share (or $0.10, per ‘share.per quarter) in fiscal year 2005. We-currently. expect to
continue paying comparable cash dividends on a quarterly basis to holders of our common stockdepending
upon earnings and other relevant factors. We also paid a special cash dividend of $2.00 per share in fiscal
year 2005.

Equity compensation plan information called for by Item 201(d) of Regulatlon S-K is set forth in
Part ITI, Item 12 of this Form 10-K. .. . , S . o

No securities of the Company sold by the Company durmg the quarter ended September 30, 2006 were
not registered under the Securities Act of 1933, as amended. .

The following table provides information with respect to the shares of common stock we purchased
during the three months ended September 30, 2006,

(d) Maximum
* (c) Total Number of Number of Shares
Shares Purchased as.  that May Yet Be
: T ' ' Part of Publicly Purchased Under
(a) Total Number of (b) Average Price Anmounced Plans or the Plans or

Period Shares Purchased Paid per Share Programs Programs
July 1, 2006 through July 31, '

2006 ... 409,947 $84.08 409,947 9,612,182
August 1, 2006 through August 31, '

2000 ... 166,884 "$97.72 166,884 9,445,298
September 1, 2006 through .

September 30,2006 ........... 485 $98.41 485 0,444 813
Total ........................ 577,316 $88.03 577,316 9,444,813

Under our stock repurchase program, we can repurchase shares of the Company’s common stock from
time to time in the open market and in private transactions in accordance with applicable laws and
regulations, including without limitation applicable federal securities laws. From time to time we have
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announced the existence -of the Company’s continuing policy of purchasing shares of its common stock,
including announcements made in March.2000, August 2002, May 2003, August 2003 and July 2006. From
fiscal year 2002 through June 30, 2006, our Board of Directors had authorized and approved the repurchase
of up to 30.0 million shares under our stock repurchase program, of which, approximately 22.1 thousand
shares of common stock remained available for repurchase at June 30, 2006. In July 2006, our Board of
Directors authorized the Company to.repurchase, ‘from time to time, up to an aggregate of 10.0 million
shares of the Company’s common stock in addition to any remaining shares then available pursuant to the
prior existing stock repurchase program authorization of the Board of Directors. This stock repurchase
authorization was announced by the Company in a press release issued on July 10, 2006. Our stock

' repurchase program is not subject to an expiration date, ;

Item 6.  Selected Financial Data.

FINANCIAL HIGHLIGHTS _
as of and for the fiscal years ended September 30, - o206 0 2005 2004 2003 2002
Summary of Operations (in millions) . ‘ ' ) o L
Operating revenues ...................... $5050.7 $4,310.1 $3,4382 $2,632.1 $2,5229
Netincome ...............ciiiinirinnna, 1,267.6  1,057.6 706.7 502.8 4327
Financial Data (in millions)
TOtal aSSELS .. .o vvvvearettaae $9.,499.9 $8,893.9 $8227.8 $6970.7 $6,422.7
Long-termdebt ................ e 627.9 1,2084  1,1964  1,108.9. 595.1
Stockholders’ equity ..................... 6,6847 56844 51068 4310.1 42669
Operatingcashflows .. ................... 1,277.9 850.0 . 9297 5364 735.2
Assets Under Management (in billions) - _ i
Ending ................ ... e $ 511.3 § 4531 $ 3619 $ 3019 '§ 247.8
Simple monthly average .................. 482.4 410.8 340.2 269.8 263.2
Per Common Share ’ oo S
Earnings B o
Basic ... e .0F 497§ 422 § 284 $ 198 $ 166
. Diluted! ....,.......... e .. 486, .. 406 275 1.95 1.63
Cash dividends . .. . . .. e e - 048 240 034 - 030 028
Book valoe ., ........ e e - 26.40 22. 49 2045 1753 © 1650
Employee Headcount . . ... ..... .. e -, 7,982 7, 156 . 6696 6504 6711

! Diluted carnings per share for all periods shown reflect the fiscal year 2003 adopuon of the Emerging Issues Task Forcc
Abstract Issue’ No 04-8, “The Effect of Conungent]y Converuble Debt on Dllutcd Eammgs per Share

Item 7. Management’s Discussioh and Analysis of Financial Condition and Results of
Operations. . N

Forward Lookmg Statements

In this secuon we_discuss and analyze the results of operanons and financial condltlon of Franklm
Resources, Inc. (the “Company ") and its subsidiaries (collectively, “Frank]m‘ Templeton Investments™). In
addition to historical information, we also make statements relating to the future, called “forward-looking”
statements, which are provided under the “safe harbor” protection of.the Private Securities Litigation
Reform Act of 1995. Forward—looking statements are. generally written in the future tense and/or are
preceded by words such as “will”, “may”, “could”, “expect”, “‘believe”, ant1c1pate” “intend”, or other
similar words. Moreover, stalemcnts that speculate about future events are forward-looking statements.
These forward-looking statements involve a number of known and unknown risks, uncertainties and other

LIS
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important factors that could cause the actual results and outcomes to differ materially from any future
results or outcomes expressed or implied by such forward-looking statements. You should carefully review
the “Risk Factors” section set forth below, in Item 1A of this Annual Report on Form 10-K and in any more
recent filings with the U. 8. Securities and Exchange Commission (the “SEC”), each of which describe
these risks, uncertainties and-other important factors in more detail. While forward-looking statements are
our best prediction at the time that they are made, you should not rely-on them. We undertake no obligation,
unless required by law, to update any forward-looking statements in order to reflect events or circumstances
that may arise after the date of this Annual Report on Form 10-K.

Overview

We derive the majority of our operating revenues, operating expenses and net income from providing
investment management, fund administration, shareholder services, transfer -agency, undervriting,
distribution, custodial, trustee and other fiduciary services (collectively “invesiment management ang
related services™) to retail mutual funds, and to institutional, high net-worth, and separately-managed
accounts and other investment products. This is our primary business activity and operating segme_m.'The
mutual funds and other products that we serve, collectively called our sponsored investment products, are
distributed to the public globally under six distinct names:

» Franklin
+  Templeton
»  Mutual Series

+  Bissett
+ Fiduciary Trust
* Darby

We offer a broad range of sponsored investment products under equity, hybrid, fixed-income and
money market categories that meet a wide variety of specific investment needs of individual and
institutional investors.

The level of our revenues depends largely on the level and relative mix of assets under management.
To a lesser degree, our revenues also depend on the level of mutual fund sales and the number of mutual
fund shareholder accounts. The fees charged for our services are based on contracts with our sponsored
investment products or our clients. These arrangements could change in the future.

Our secondary business and operating segment is banking/finance. Our banking/finance group offers
selected retail-banking services to high net-worth clients and consumer lending services. Our consumer
lending activities include automotive lending related to the purchase, securitization, and servicing of retail
installment sales contracts originated by independent automobile dealerships, consumer credit and debit
cards, real estate equity lines, and home equity/mortgage lending.

In fiscal year ended September 30, 2006 (“fiscal year 2006”), our investment management and related
services operating segment experienced record lévels of assets under management. In addition to market
appreciation, which reflected, among other things, the positive performance of many equity markets
globally, this growth resulted from excess sales over redemptions. In part, we attribute the continued
positive trend in excess sales over redemptions to the strong relative performance of our product offenngs
the successful marketing to and dlver51ﬁcat10n of our client base, and our focus on customer service.

Consistent with the increase in our assets under management, we experienced growth in net income
and higher diluted earnings per share in fiscal year 2006, as compared to the fiscal years ended
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September 30, 2005 (“fiscal year 2005”) and September 30, 2004 {“fiscal year.2004™), despite an income
tax charge of $105.5 million incurred in fiscal year 2006 related to repatriated earnings of our forexgn
sub51d1anes under the American Jobs Creation Act of 2004 (the “Jobs Act”).

urmg a ﬁseal year marked by long stretches of market volanhty, we corinued to focus on our
strategies of expanding our assets under management and related operations mternauonally, continually
seeking positive investment performance protecting and furthering our brand recogmtlon developlng and
maintaining broker/dealer and client loyalties, providing a high level of customer service and closely
. monitoring costs, while also developing our “human capital” base and our systems and technology. The
continued success of these strategies in the future is dependent on the relative.performance of our sponsored
investment products, product innovations by our competitors, and changes in consumer preferences. * -

oyl

Resulte of Operations

{dollar amounts in millions excepl per share data) -t
» ' . _ _ L. 2006, 2005
for the fiscal years ended September 30, ' 2006 2005 2004 vs. 2005 ¥s. 2004
NetINCOME . ...t ittt eneann . $1,267.6 $1,057.6 $7067  20% ,50%
Earnings Per Common Share T o .
Basic..... ......... e e e e $ 497 § 422 $284 18% 49%
Dllutedl......................' .............. 48 . 4006 275 20% 48%
Operating Marginz . ... ... S e 3 2% 0% -27% — —_

! Diluted earnings per share for all periods shown reflect the ﬁsca] year 2005 adopﬂon of the Emerging Issues Task Force
.Abstract Issue No. 04-8, “The. Effect of Contingently Convemble Debt on Diluted Eamnings per Share.” .
: Deﬁned as operalmg mcome divided by total operatmg revenues '

Nel ificome and diluted ¢ eammgs per share increased by 20% in ﬁscal year 2006. These increases were
prlmanly due to higher fees for providing mvestmenl .management and fund administration services
(“investment management fees ) and underwntmg ‘and dlStl'lbll[lOl’l fees, each consmtem with a 17%
increase in our simple month]y average assets under management and higher gross sales on which
commissions are earned. These increases were partially offset by higher underwriting and distribution, and
compensation and benefits expensés, as well as higher taxés on income, reflecting an income tax charge of
$105.5 million incurred in fiscal year 2006 related to repatriated eammgs of our foreign subsidiaries under
the Jobs Act. , _ ‘ ) 1.

Net income increased by 50% in fiscal year 2005 primarily due to higher investment management fees
and underwriting and distribution fees consistent with a 21% increase in our simple monthly average assets
under management and higher gross sales on which commissions are earned. In addition, we experienced a
lower effective tax rate and a lower net charge to our provision for governmental investigations,
proceedings and actions. These increases were partially offset by higher underwriting and distribution, and
compensation and benefit expenses. '

Diluted eamnings per share increased 48% in fiscal year 2005 resulting from higher net income,
partially offset by the effect of an increase in diluted weighted-average shares outstanding to 262.6 million
in fiscal year 2005 from 260.3 million in fiscal year 2004, as the increase in diluted weighted-average shares
from the assumed conversion of stock options granted was greater than stock repurchases during fiscal year
2005.°




Assets Under Management

(doliar: amounts in bitlions)

2006

2005

as of the fiscal years ended September 30, 2006 2005 2004 vs. 2005 vs. 2004
Equity ) | | o : 3
Global/international ...............oooiiiiie. $2176 $1857 $1329 17%  40%
Domestic (U.S),. ... oo 844 779 664 8% . 17%
Total equity ... ... e PN - 3020 2636 1993, . 15% 32%
Hybrid .. ... e e cevlooo. 906 . -784 590 16%  33%
Fixed-Income : e . . B . . '
TaxAfree .. ... e e 55.6 538 51.3 1% 5%
Taxable . {
Domestic(U.S.) ... 32.4 327 T 313 (% 4%
Globalfinternational .......................... 24.4 18.7 142 30%  32%
Total fixed-income . ............ e 1124 1052 968 7% 9%
Money Market ..-...... T e 63 59 68 7% (13)%
Total ...................... e $511.3 34531 $3619 13%  25%
Simple Monthly Average for the Year® .............. ... $482.4 $410.8 §$340.2 17% . 21%

calculated using daily average assets under management.

3 Investment management fees from approximately 55% of our assets under management at September 30, 2006 were

Our assets under management at September 30, 2006 were $511.3 billion, 13% higher than they were
at the same time last year, due primarily to excess sales over redemptions of $12.2 billion and market
appreciation of $49.2 billion during fiscal year 2006. Simple monthly average assets under management,
which are generally more indicative of trends in revenue for providing investment management and fund
administration services (“investment management services™) than the year over year change in ending assets

under management, increased 17% during fiscal year 2006, as compared to fiscal year 2005.

The simple monthly average mix of assets under management is shown below.

2005 -

2004

for the fiscal years ended September 30, . % 2005

T A 59% 57% 54%

Hybrid ... i T 17% 17% 16%

FIXed-INCOMmE . e e e e e e e e 23% 25% 28%

Money market ................... ... R 1% 1% 2%

Total .......oooiieiinnn... BT e FUT 100% 100% 100%
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The following table presents industry asset-weighted average management fee rates?. Qur. actual
effective investment management fee rates may vary from these rates.

Industry Average Industry Average Industry Average
2005 2004

for the fiscal 3ears ended September 30, 2006

. "Equity e . . “ T
. Globalfinternational . ............ 0.67% 0.72% 0.72%
. Domestic (U. §) o 0.50% 0.54% o 0.53%
Hybrid ..................... U 0.38% 0.44% 0.40%

Fixed-Income , S .
Tax-free ........ e . 0.40% 0.41% 0.42%
 Taxable - o
Domestic (U.S.) ...... o 0.39% 0.43% 0.43%
: Global/international ... ...... 0.56% ° 0.57% 0.57%
Money Market .................... 0.24% 0.25% 0.26%

4 Industry asset-weighted average management fee fates were calculated using mform;mon available from Llppér® Inc. at
September 30, 2006 and include all U.S.-based, open-ended funds Lhat reported expense data to Lipper® Inc. as of the
funds’ most recent annual report date, and for which expenses were equal to or greater than zero. As defined by Lipper®
Inc., management fees include fees from providing advisory and fund administration services. The averages combine
retzil and institutional funds data and include all share classes and distribution channels, without exception. Varlable
annuny products are not included. . . . '

For fiscal year 2006, our effective investment managemem fee rate (mvestmem management fees
divided by simple monthly average assets under management) mcreased to 0,614% from 0.598% in fiscal
' year 2005., The change in the mix of assets under management, resultmg from higher.excess sales over
redempnons and greater appreciation of equity products as compared to fixed-income products, and an
" increase in performance fees, led to the increase in our effective mvestment management fee rate.
Generally, investment management fees earned on equity and hybnd products are higher than fees earned
on fixed-income products. o . .

For fiscal year 2005, our effective investment management fee rate increased to 0.598% from 0.579%
in fiscal year 2004. Higher excess sales over redemptions and appreciation for equity and hybrid products as
compared to fixed-income products, and an increase in performance fees, led to this increase in the effective
investment management fee rate.

Assets under management by sales region were as follows:-

(dollar amounts in billions)

as of the fiscal years ended September 30 ) 2006 % of Total 2005  %.of Total 2004 % of Total
Umted States ....... oo L. e $360.6 71% $324.0 72% . $2653 .. 3%
Europe ........................ e 55.1 11% 46.4 10% 295 8%
Canada ............ e e 378 T% 339 7% . - 25.8 C 7%
Asia/Pacificand other® ................... 57.8 . 11% 48.8 1% 41.3 12%
Total ©..ooti e §5113  100% $453.1  100% $3619  100%

5" Includes multi-jurisdictional assets under management.

As shown in the table, approximately 71% of our assets under management at September 30, 2006
originated from our U.S. sales region. In addition, approximately 65% of our operating revenues originated
from our U.S. operations in fiscal year 2006. Due to the global nature of our business operations, investment
management and related services may be performed in locations unrelated to the sates region.
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Components of the change in our assets under management were as follows:

(dollar amounts in billions)

2005 vs.

. 2006 vs.

for the fiscal years ended September 30, 2066 2005 2004 2005 2004
Beginning assets under MANAZEMENt ... ..o $453.1 $361.9 3$3019 25%  20%
Sales ... ... e 128.8 1225 *© 96.8 5% 27%
Reinvested distributions ... ............ccvvuiiiniin.. 13.9 83 49 61% 69%
Redemptions ........... ..o - (116.6) (86.5) (744) 35% - 16%
Distributions ... ... . i e S (17.3) (10.8) (7.1)  60% 52%
ACQUISIEIONS ... ...vvii i e : 0.2 0.1 09 100% (89)%
Apprematlon ....................................... 492 57.6 389 (5% 48%
Ending Assets Under Management ........ e $511.3 $453.1 $3619 13% 25%

Excess sales over redemptions were $12.2 billion in fiscal year 2006 as compared to $36.0 billion in
fiscal year 2005 and $22.4 billion in fiscal year 2004. Our products experienced $49.2 billion in
appreciation in fiscal year 2006, as compared to $57.6 billion in fiscal year 2005 and $38.9 billion in fiscal

year 2004.

On April 3, 2006, we acquired a 0.2% ownership interest in Bradesco Templeton Asset Management

Ltda., (“BTAM™), a Brazilian joint venture, in addition to the 49.9% ownership interest that we

already

held, resulting in the addition of its total assets under management as of the acquisition date of $0.2 billion.

In July 2006, we completed the purchase of all of the remaining interests in BTAM, and changed i

ts name

to Franklin Templeton Investimentos (Brasil) Ltda. The acquisition of the general partner of the Dresdner

Kleinwort Benson Emerging Europe Fund, L.P., a private equity fund focused on Central and

Eastern

Europe, added $0.1 billion in asséts under management as of the acquisition date, on January 1, 2005. The
acquisition of Darby Overseas Investments, Ltd. and Darby Overseas Partners, L.P. (collectively “Darby”)

added $0.9 billion in assets under management related to private equity, mezzanine and emerging
fixed-income products as of the acquisition date, on October 1, 2003.

Operating Revenues

The table below presents the percentage change in each revenue category and the percentage
operating revenues represented by each revenue category. .o

markets

of total

Percentage of Total
Percentage Change Operating Revenues
for the fiscal years ended September 30, ' ' 2006 vs. 2005 2005 vs. 2004 2006 2005 2004
Investment management fees ... ... L 21% 25% 59% 57T% 57%
Underwriting and distributionfees . ..................... 15% 33% 35% 36% 34%
Shareholder servicingfees ............ ... ... ... . 2% 4% 5% 6% 7%
Consolidated sponsored investment products income, net . . .. 75% 2% @ @— @ — —
(07137 N 1 1) AP _2% _(2)% _1% _1% _2_%
Total Operating Revenues .. ................c......... 17% 25%  100% 100% 100%

Investment Management Fees

Investment management fees, accounting for 59% of our operating revenues in fiscal year 2006 as
compared to 57% in fiscal years 2005 and 2004, are generally calculated under contractual arrangements
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with our sponsored investment products as a percentage of the market value of assets under management.
Annual rates vary by investment objective and type of services provided.
. v N -

Investrnem management fees increased 21% in fiscal year 2006 consistent with a 17% increase in

simple monthly average assets under management and an increase in our effective | investment management
fee rate resultlng from a shift in 31mplc monthly average mix of assets under management from fixed-
income products towards equity products, which generally carry higher inveéstment management fees than

ﬁxed -income products, and an increase in performance fees,

Investment management fees increased 25% in fiscal year 2005 consistent with a 21% increase in
simple monthly average assets under management and an increase in our effective investment management
fee rate resulting from a shift in simple monthly average mix of assets under management from fixed-
income towards equity and hybrid products, Wthh generally carry higher mvestment management fees than

fixed-i mcome products

.

Underwriting and Distribution Fees

'Weé earn unde'rwriting fees from the sale of certain classes of sponsored investment produdts on which
investors pay a sales commission at the time of purchase. Sales commissions are reduced or eliminated on
some share classes and for some sale transactions depending upon the amount invested and the type of
investor, Therefore, underwriting fees will change with the overall level of gross sales, the size of individual
transactlons and the relative mix of sales between different share classes and types of investors.

Globally, our mutual funds and certain other products generally pay distribution fees in return for sales,
marketing and distribution efforts on their behalf. Specifically, the majority of U.S.-registered mutual funds,
with the exception of certain of our money market mutual funds, have adopted, distribution plans (the
“Plans”) under Rule 12b- 1 promulgated under the Investment Company Act of 1940 as amended
(“Rule 12b-17). The Plans permit the mutual funds to bear certain expenses relatmg to. the distribution of
their shares, such as expenses | for marketlng, advertlsmg, printing and sales promotion, subject to the Plans’
limitations on amounts. The individual Plans set a percentage 11rmt for Rule 12b-1 expenses based on
average daily net assets under management of the mutual fund.

Similar arrangcments exlst with the distribution of our ,global funds and where, generally, the
dlstnbutor of the funds in the local market arranges for and pays commissions.

We pay a significant portion of underwriting and distribution fees to the financial advisers and other
intermediaries who sell, our sponsored investment products to the public on our behalf. See the description
of underwriting and distribution expenses below. . . _ ‘ : N

Overall underwntlng and distribution fees mcreased 15% in fiscal year 2006. Underwntmg fees
increased 5% consistent with a 5% increase in gross product sales. Distribution fees increased 21%
consistent with a 17% increase in,simple monthly average assets under management and a shift in.simple
monthly average mix of assets under management towards equity products from fixed-income products.
Distribution fees are generally higher for equity products, as comp'ared to fixed-income products.

Underwntmg and distribution fees lncreased 33% in fiscal year_ 2005 Underwntmg fees increased
40% primarily due to a 27% increase in gross product sales along with a change in the sales mix.
Distribution fees increased 29% consistent with a 21% increase in simple monthly average assets under
management and a change in the asset and share class mix. K

4 3 .
* . . - . N
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beneficial owners, of fund shares

Shareholder Servicing Fees

Shareholder servicing fees are generally fixed charges per shareholder account that vary with the
particular type of fund and the service being rendered. In some instances, sponsored investment products are
charged these fees based on the level of assets under management. We receive fees as compensation for
providing transfer agency services, including providing customer statements, transaction processing,
customer service and tax reporting. In the United States, transfer agency service agreements provide that
accounts closed in a calendar year generally remain billable at a reduced rate through the second quarter of
the following calendar year. In Canada, such agreements provide that accounts closed in the calendar year
remain billable for four months after the end of the calendar year. Accordingly, the level of fees will vary
with the growth in new accounts and the level of closed accounts that remain billable.

Shareholder servu;mg fees increased 2% in fiscal year 2006. The increase reflects a 7% increase in
simple monthly average billable shareholder accounts, partially offset by a shift to shareholder accounts that
are billable at a lower rate, including shareholder accounts originated in Asia. We anticipate a modest
increase in shareholder servicing fees during the fiscal year ending September 30, 2007 (“fiscal year 2007")
as we have recalculated, as of October 31, 2006, the number of beneficial shareholder accounts for which
we bill where omnibus accounts are maintained by institutions in their own name on behalf of numerous

ITFMISESS L LT

Shareholder servicing fees increased 4% in fiscal year 2005. The increase reflects a 7% increase in
simple monthly average billable shareholder accounts, partially offset by a shift to shareholder accounts that
are billable at a lower rate.

Consolidated Sponsored Investment Products Inconie, Net

Consolidated sponsored investment products i income, net reflects the net mvestment mcome including
dividends received, of sponsored investment preducts conselidated under Financial Accountmg Standards
Board (“FASB”) Interpretation No. 46, “Consolidation of Variable Interest Entities (revised December
2003)” (“FIN 46-R”), and FASB Statement of Fmanc1a] Accountmg Standards No. 94, *Consolidation of

All Majority-Owned Subsidiaries”.

The 75% increase in fiscal year 2006 and the 25% increase in fiscal year 2005 reflect the fluctuation in
timing and amounts of income earned by these sponsored investment products. :

Other, Net

Other, net consists primarily of revenues from ‘the banking/finance operating segment as well as
income from custody services. Revenues from the banking/financé operating segment include interest
income on loans, servicing income, and investment income on banking/finance 1nvestment securities, and
are reduced by mtcrest expense and the provision for probable loan'losses. ‘

Other, net increased 2% in fiscal year 2006 primarily due to highér interest income from automotive
loans receivable and investments, partially offset by an increase in interest expense related to deposits and
an increase in expenses related to the automotive lending program, including higher interest expense and net
unrealized interest-rate swap losses incurred in fiscal year 2006 as compared to net unrealized interest-rate
swap gains in fiscal year 2005, as well as an increase in the provision for probable loan losses.

Other, net decreased 9% in fiscal year 2005 due to lower realized gains on sales of automotive loans
and an increase in interest expense related to our financing of the automotive lending program, partially
offset by a decline in the provision for probable loan losses primarily related to our automotive portfolio.
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Operating Expenses : L

The table below presents the percentage change in each expense category and the percentage of total
operating expenses represemed by each expense category. ‘

ot

! . . . o Percentage of Total

. o Percentage Change Operating Expenses
for the fiscal years ended September 30, 2006 vs. 2005 2005 vs, 2004 2006 2005 : 2004 )
Underwriting and distribution . . . .. e S P 17% . 6% 48% 47% 41%
Compensation and benefits . ......... FRUT ‘ 8% 3%  21% 29% 31%
Information systems, technology and occupancy ....... 5% 5% 9% 9% . 11%
Advertising and promotion ..................., e 14% 23 % 5% 4% 4%

- Amortization of deferred sales commlssmns e 6% = 24% 4% A% 4%
- Amortization of intangible assets e S % T ()% .' — 1% 1%
Intangible assets impairment .. ..................... N/A — 2% —. —
Provision for governmental investigations, proceedings
and act1ons ) - S (100)% 68)% — 1% 4%
September 11, 2001 recovery, net . . . . e P C— (100h% — — (1%
Other ... ... _14% _17% 5% 5% 5%
" Total Operating Expenses .. ...................... 13% 21%  100% 100% 100%

Underwriting and Distribution

Underwriting and distribution include expenses payable to financial advisers and other. third parties for

providing' sales, marketing and distribution services to investors in our sponsored investment products.

Underwriting and distribution expenses increased 17% in fiscal year 2006 and 36% in fiscal year 2005
consistent with similar trends in underwriting and distribution revenues.

Compensation and Benefits

. Compensation and benefits increased 8% in fiscal year 2006, primarily as a result of our annual merit
salary adjustments that were effective from December 1, 2005 and‘higher staffing levels., Compensation and
benefits for fiscal year 2006 also include additional expenses related to stock options and the 1998
Employee Stock Investment Plan resulting from our adoption of FASB Statement of Financial Accounting
Standards No, 123 (revised 2004}, “Share-Based Payment” (“SFAS 123R™), as well as an-increase in other
employee benefits. These increases were partially offset by a decline in expense related to certain
performance-based bonus plans outside of our Amended and Restated Annual lncennvc Compensation
Plan. - o . . . . -

- Compensation and benefits increased 13% in fiscal year 2005, primarily as a result of. an increase in
bonus expense under our Amended and Restated Annual Incentive Compensation Plan. In addition, during
fiscal year 2005, we experienced increases related to the annual merit salary adjustments effective in
October 2004, higher staffing levels and other employee benefits.

We continue to place a high emphasis on our pay for performance philosophy. As such, any changes in
the underlying performance of our sponsored investment products or changes in thé composition of our
incentive compensation offerings could have an impact on compensation and benefits going ‘forward,
However, in order to attract and retain talented individuals, our level of compensation and benefits may
increase more quickly or decrease more slowly than our revenue. We employed approximately 8,000 people
at-September 30, 20006 as compared to approximately 7,200 at September 30, 2005:
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Information Systems, Technology and Occupancy

Information systems, technology and occupancy costs increased 5% in fiscal year 2006 primarily due
to higher occupancy costs related to global expansion and an increase in external.data services costs,

software' and technology consulting, These increases were partially offset by a continued decrease in

depreciation’ levels associated with a decline in the number and scope of technology projects that were
completed and that were therefore subject to amortization.

. Information systems, technology and occupancy costs increased 5% in fiscal year 2005 primarily due
o higher building costs related to global expansion and an increase in technology consulting and outside
market data services. This increase was partially offset by a continued decrease in deprpmanon levels for
equipment and software related to a decrease in purchases of information systems and technology
equipment as certain of our technology equipment is periodically replaced with new equ:pment under our

" technology outsourcing agreement, and a decline in the number and scope of technology projects that were
completed and that were therefore subject to amortization.

s Details of capltahzed information systems and technology costs, which exclude occupancy costs, are
shown below.

o _in millions)
for the fiscal years ended September 30, ) 2006 2005 2004
Net carrying amount at beginning of period ........... ... ... ..ol e $427 $513 $79.1
Additions during period, net of disposals and other adjustmems .............. 26.1 21.3 16.3
Net assets added through acquisitions ...." . LA e U - '— 03
Amortization during period * ... .. ... .. e (239 (29.9) @@4.4)
Net Carrying Amount at End of Period ................... i .. $449 $427 $513
Advertising and Promotion -

. Advertising and promotion increased 14% in fiscal year 2006 due to an increase in marketing support
payments made to intermediaries who sell our sponsored investment products to the public on our behalf in
the United States and an increase in marketing and promotion efforts globally. These increases were
partially offset by a decline in advertising campaigns. Advertising and promotion increased 23% in fiscal
year 2003, due to an increase in direct advertising campaigns and marketing and promonon efforts globally.

We are comn’utted to mveslmg in advertlsmg and promotlon in response to changing business
conditions, and in order to advance our products where we see continued or potential new growth
opportunities, which means that the level of advertising and promotion expenditures may increase more
rapidly, or decrease more slowly, than our revenues. In addition to potential changes in our strategic
marketing campaigns, advertising and promotion may-also be impacted by changes in levels of sales and
assets under management that affect marketing support payments made to the distributors of our sponsored
investment products.

Amortization of Deferred Sales Commissions

Certain fund share classes sold globally, including Class C and Class R shares marketed in the United
States, are sold without a front-end sales charge to shareholders, although our distribution subsidiaries pay a
commission on the sale. In addition, certain share classes, such as Class A shares sold in the United States,
are sold without a front-end sales charge to shareholders when minimum investment criteria are met while
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our distribution subsidiaries pay a commission on these sales. We defer all up-front commissions paid by
our distribution subsidiaries and amortize them over 12 months to 8 years depending on share class or
financing arrangements.

The U.S. funds that had offered Class B shares ceased offering these shares to new investors and
existing shareholders effective during the quarter ended March 31, 2005. Existing Class B shareholders may
continue to exchange shares into Class B shares of different funds. Existing Class B shareholders may also
continue to reinvest dividends on Class B shares in additional Class B shares. ‘

Historically, Class B and certain of our Class C deferred commission assets (“DCA™) arising from our
U.S., Canadian and European operations have been financed through sales to or other arrangements with
Lightning Finance Company Limited (*LFL”), a company in which we hold a 49% ownership interest. In
December 2005, LFL transferred substantially all of its DCA to. Lightning Asset. Finance Limited
(“LAFL”), an Irish special purpose vehicle formed in December 2005, in which we also hold a 49%
ownership interest. LAFL was formed for the sole purpose of acquiring and holding substantially all of the
DCA owned by LFL as'of December 29, 2005. The holder of the 51% ownership interests in both LFL and
LAFL is a subsidiary of an international banking institution which is not affiliated with the Company. As
our' U.S. distribution subsidiary, Franklin/Templeton Distributors, Inc. (“FTDI”); entered into a financing
arrangement with LFL, we maintain a continuing interest in the DCA transferred to it. As a result, we retain
the DCA originally sold under the U.S. agreement in our financial statements and amortize them over an 8-
year period, or until sold by LAFL. Neither we nor our distribution subsidiaries retain any direct ownership
interest in the DCA sold, and, therefore the sold DCA are not available to satlsfy claims of our creditors or
those of our distribution subsidiaries.- 'In contrast to the U.S. arrangements, the arrangements outside the
United States are, in most cases, direct agreements with our Canadian and European sponsored investment
products, and, as a result, we do not record DCA from these sources in our financial statements. As of

December 2005, our DCA have been financed generally by an independent third party.

Amortization of deferred sales commissions increased 6% 1r1 fiscal year 2006 and 24% in fiscal year
2005 consnstent with similar increases in gross product sales. Neither LAFL nor LFL sold any U.S. DCA in
a securltlzatlon transacnon in ﬁsca] years 2002 through 2006

Amortlzatlon of Intangible Assets and Intangible Assets Impalrment

Amortlzatlon of intangible assets dccreased 20% in fiscal year 20{)6 reﬂectmg the lower net carrying
value of definite-lived intangible assets following a $68.4 million non-cash impairment charge, recorded in
the quarter ended March 31, 2006, related to certain intangible assets of Fiduciary Trust.

As of March 31, 2006, we completed our most recent annual impairment test of goodwill and
indefinite-lived intangible assets under the guidance set out in FASB Statement of Financial Accounting
Standards No. 142, “Goodwill and Other Intangible Assets” (“SFAS 142"}, and we determined that there
was no,impairment to these assets as of October 1, 2005.

- .. . - -
st v .o « '

Amortization of intangible assets decreased 1% in fiscal year 2005, primarily due to foreign currency
movements affecting intangible assets not denominated in U.S. dollars. :

During the quarter ended Masrch 31, 2006, Fiduciary Trust implemented a plan of reorganization
designed to emphasize its distinct high net-worth brand and to pursue further integration opportunities
within Franklin Templeton [nvestments for its institutional business line: These changes to Fiduciary Trust’s
business required us to review the carrying value of acquired customer base intangible assets of Fiduciary
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Trust. As a result of these changes, we recorded a $68.4 million non-cash impairment charge to customer
base definite-lived intangible assets of Fiduciary Trust in the quarter ended March 31, 2006,

Provision for Governmental Inyestigations, Prpce%dmgs and Actlons,' Net

v

A
o vﬁm B it i L

In Tiscal year 2005%w recogmzed CIaTges 16 mcome*ag,gregatmg to‘-$42»0 mlllmn ($26 Sﬁmllhonf -net
of taxes) and we received $8.4 million from our insurance provider for certain, legal costs we incurred
associated with previously disclosed governmental investigations, proceedings and actions.

riy

In fiscal year 2004, we recognized charges to income of $105.0 million ($80.6 million, net of taxes),
related to then-ongoing governmental investigations, proceedings and actions,

By N ] A S [ - P S [ tee, . r

September 11, 2001 Recovery, Net

. In Janualy 2004 we received $325 miltion from our insurance carrier for clalms related to the
September 11, 2001 terrorist attacks that destroyed Fiduciary Trust’s headquarters. These proceeds
represented final recoveries for claims submitted to our insurance carrier, We realized a gain of $30.3
million ($18.3. millicn, net of taxes). All remaining contingencies related to our insurance claims have been
resolved. - . . oo . S S

+ . . . i i N * : - Al

Other Operatmg Expenses . . "

.+ Other operating expenses consist pnmarlly of professmnal fees, investment management and

shareholder -servicing fees payable to external parties, corporale tra_vel and entertainment,, and other

miscellaneous expenses.' o . . . e L
. : T . . .

Other operating expenses increased 14% in fiscal year 2006, due primarily to higher investment
management fees payable to external parties, an increase in corporate travel and entertainment, higher costs
associated with the resolution of nominal transaction or operational claims, and higher consultmg and
professional fees. These increases were partially offset by a decrease in legal fees pamally due to a decline
in costs incurred and reimbursements from our insurance carrier related to governmental investigations,
proceedings and actions.

Other operating expenses increased 17% in fiscal year 2005 due pnmarlfy to an increase in investment
management fees payabie to external parties’ con51stent ‘with an increase in simple monthly average assets
under managenient, higher corporate travel and entertainment, and higher professional fees, including fees
related to our compliance with the Sarbanes-Oxley Act of 2002 and related rules. -

Other Income (Expenses) '_ ' . - | . '_ 4 . .

Other income (expenses) inclides net realized and unrealized investment gains (losses) of consolidated
sponsored investment products, investment and other income, net and interest expense. Investment and
other income, net is comprised primarily of income related to our investments, including dividends, interest
income, realized gains and losses and income from investments accounted for using the equity method of
accounting, as well as minority interest in less-than wholly-controlled- subsidiaries and investments, and
foreign currency exchange gains and losses.

Other income (expenses) increased 53% in fiscal year 2006, primarily due to an increase in interest
income, dividends and realized gains from our investments, as well as a decline in interest expense on ‘our
debt. These increases were partially offset by an increase in.minority interestin less than wholly-controlled
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subsidiaries, net realized and unrealized foreign exchange losses from our non-U.S. operations, ‘and an
other—than-temporary (%ecllnc in value i in certain of our long- -term_ mvcstments ' .

Other income (expenses) increased 110% in fiscal year 2()05 primarily due to higher net realized and
unrealized investment gains by our consolidated sponsored investment products, net of related minority
interest in less than wholly-owned subsidiaries and investments, higher interest income from term deposits
and debt securities, higher dividends from our sponsored investment products and higher equity mclhod

income from our investments.

B

Taxes on Income

As a multi-national corporation, we provide investment management and related services to a wide
range of international_sponsored investment products, often managed from locanons outside the ‘United
States. Some of these jurisdictions have lower tax rates than the United States. The rmx of pre-tax income
(primarily from our investment management and related services business) subject to these lower rates,
when aggregated with income originating in the United States, produces a lower overa]l effectlve income
tax rate than existing US: fcderal and state income tax rates.

Qur effective income tax rate for fiscal year 2006 increased to 30.94%, as compared to 25.56% in
fiscal year 2005 and 29.38% in fiscal year 2004, primarily due to an income tax charge of $105.5 million
related to repatriated earnings.of our foreign subsidiaries under the Jobs Act recognized during fiscal year
2006. Income taxes were provided at a reduced rate for fiscal year 2005 due primarily to a favorable U.S.
state tax ruling, obtained in fiscal year 2005, which resulted in a refund of tax from multiple prior years.
The effective income tax rate for future reportmg periods will continue to reflect the relative contributions
of forelgn earnings that are subject to reduced tax rates and that are not currently included in U.S. taxable
income, as well as other factors, 1nc1udmg a reductlon in our tax liabilities due to the favorable U, S. state
tax ruling described above and certain international tax; rulmgs obtained in _prior years, which are in effect
through fiscal year 2007. . L .
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Liquidity and Capital Resources

The following table summarizes certain key financial data relating to our liquidity, and sources and
uses of capital:

R I e A o

{in millions} -

as of and for the fiscal years ended September 30, ' ' 2006 2005 2004

Balance Sheet Data - o

Assets
Liquid 888615 . ...ttt e e $5,347.8 $4.8144 $4,279.3
Cash and cashequivalents . ........ ... i iiiin i rnnnns 36131 3,1522 29172

Liabilities SRR e C R e AT, 16 R e
AFedcralHomeLoanBanlgadvances:....................."......._$, —. 8§ — % 60
Vanable Funding Notes. ................ e aese. . 232302392 —
Commerc1al paper ...... PO e ... L1681 1694 169.6
Convertlble Notes ..................... e s e o— . 5401, 530.1
Medium Term Notes . ... ............... e [ ,420.0. . 4200 = 4200
Other long-termdebt ... ......o.ovtir i 2079 2483 246.3

Total debt . ....... S e e e . 10283 16170 13720

CashFlowData ~~ = -~ -0 - - "7 | e

Operating cash flows ... ........ e AR $1,277.9 ~$° 8500 $ 929.7

Investing cash flows . ... 0. oo . o 0L . Lo 3650 T(257.6) 8414

Financing cash flows ....... SETVER i e e §853.4) § (357.4) 924 .

Liquid assets, which consist of cash and cash equivalents,’ investment securities (trading and
available-for-sale) and currént ‘receivables, increased from September ‘30, 2005, ‘primarily due to cash
provided by operating activities. Cash and cash equivalents include cash, debt instruments with maturities of
three months or less at the purchase date and other highly liquid investments that are readily convertible into
cash, including money market funds. Cash and cash equivalents increased from September 30, 2005 as we
invested operating cash flows in debt instruments, including U.S. T-bills, term and other interest-bearing
deposits, with maturities of three months or less from the purchase date.

The decrease in total debt outstanding from September 30, 2005 relates primarily to the conversion and
redemption of the $877.0 million principal amount at maturity of Liquid Yield Option Notes due 2031 (Zero
Coupon—Senior) (the “Convertible Notes™), and the decline in the long-term financing liability recognized
in relation to U.S. DCA originally financed by LFL.

We experienced higher operating cash flows in fiscal year 2006, as compared to fiscal year 2005, due
to higher net income and net proceeds from the securitization of loans held for sale, partially offset by an
increase in taxes payable, as we recorded $105.5 million in taxes related to the repatriation of earnings
under the Jobs Act. In fiscal year 2006, we experienced net cash provided by investing activities, as
compared to net cash used in investing activities in fiscal year 2005, due primarily to excess liquidations of
investments over purchases. Net cash used in financing activities increased in fiscal year 2006, as compared
to fiscal year 2005, primarily due to an increase in commeon stock repurchases, partially offset by a decline
in dividends paid, as we declared a $2.00 per share special cash dividend on March 15, 2005. In fiscal year
2006, we repurchased 11.3 million shares of our common stock at a cost of $985.9 million. At
September 30, 2006, approximately 9.4 million shares remained available for repurchase under our existing
stock repurchase program. We repurchased 2.5 million shares of our common stock at a cost of $170.1
million in fiscal year 2005, and 1.3 million shares at a cost of $67.6 million in fiscal year 2004,
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Revision to the Consolidated Statements of Cash Flows oo . '

In accordance with FASB Statement of Financial Accounting Standards No. 95, “Statement of Cash
Flows” (“SFAS 957), we classified cash flows relating to the variable funding notes (“Variable Funding
Notes™), issued under a one-year revolving $250.0 million variable funding note warehouse credit facility
originally entered into in March 2005, and subsequemly extended for an additional one-year term in March
2006, as financing activities in the Consolidated Statement of Cash Flows for fiscal year 2006. These
ﬁnancmg activities are mcluded in the operations of a subsidiary within the banking/finance operating
segment whose assets at September 30, 2006 and 2005 represemed 48% and 4. 1%‘of total Frankhn
Templeton Investments’ assets and whose income before taxes for fiscal year 2006 and 2005 represented
0.5% and 0.7% of total Franklin’ Templeton Investments income before taxes. Comparative cash flows for
fiscal year 2005 relating to the Variable Funding Notes were revised to reflect their ‘classification as
financmg activities instead of operatmg activities. The revision had no impact on'the previously reported
fiscal year 2005 net income, bankmg/ﬁnance liabilities, and cash and cash equwalents and was immaterial
to the ﬁscal year 2003 Consolldated Statement of Cash Flows

The folIoWing table summarizes the efféct of the révision to the fiscal year 2005 Consolidated
Statement of Cash Flows.

(in'thousands) * e L ' .
L L ) . As Previously
for the fiscal year ended September 30, 2005 - t T v - L E ‘ Reported As Revised
Operating Activities o o ’ ) o '
Increase in other llabllmes S . seeeepe 3246527 8 7,306
Net cash prov1ded by operating activities .. . ... ... seeee- 1,089,209 849,088
Financing Activities
Increase indebt ... ......... ... . ... oo e enna e e 40,957 -307,322
.« +Paymentsondebt .........0 ... e S T e ~  .(39,076). " (66,220

’ Net cash used in ﬁnancing activities O PO VU (596 679) (357 458)

The effect of the revision on-the Consolldated Statements of Cash Flows mcluded in our Forms 10-Q
previously filed with the SEC are disclosed in Quarterly Information (Unaudited) section below.

Capital Resources

.. We beheve that we can meet our present and reasonably foreseeable operating cash needs and future
commitments through existing liquid assets, continuing cash flows from operations, borrowing capacity
under current credit facilities, the ability to issue debt or equity securities, and mutual fund sales
commission financing arrangements. In particular, we expect to finance future investment in our banking/
finance activities through operating cash flows, debt, increased deposit base, and through the securitization

of a portion of the receivables from consumer lending activities.

At September 30, 2006, we had $420.0 million available under a Five Year Facility Credit Agreement
with certain banks and financial institutions expiring in the fiscal year ending September 30, 2010, $300.0
million of debt and equity securities available to be issued under a shelf registration statement filed with the
SEC, and $330.0 million of commercial paper.available for.issuance ,under a $500 million private
placement. In addition, at September 30, 2006, our banking/finance operating segment had $420.0 million
in available uncommitted short-term bank lines under the Federal Reserve Funds system, the Federal

- Reserve Bank discount window, and Federal Home Loan Bank short-term borrowing capacity.

. : L ‘ o
1 . X - ‘. ¥ . 1
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Our ability to access the capital markets in a.timely manner depends on a number of factors including
our credit rating, the condition of the global economy, investors™ willingness to purchase our securities,
interest rates, credit spreads and the valualron levels of equity markets In extreme c1rcumstances we mlght

not be able to access this lquldlty readlly

Our investment management and related services operating segment has historically financed Class B
and certain of our Class C DCA arising from our U.S., Canadian and European operations through sales to
or other arrangements with LFL, a company in which we hold a 49% ownership interest. As noted above, in
December 2005, LFL transferred substantially all of its DCA to LAFL, an Irish special purpose vehicle
formed in December 2005, in which we also hold a 49% ownership interest. Subsequent to the sale of DCA
to LAFL DCA originating from our non- U S operatlons have been ﬁnanced generally by an independent
thnrd party Class B and C share sales commissions thit we have ﬁnanced globally through LFL during
fiscal years 2006, 2005, and 2004 were approximately $17.7 million, $118. 0 million and $163.4 million. As
noted above, the U.S. funds that had offered Class B shares ‘ceased offermg these shares to new investors
and existing shareholders effective during the quarter ended March 31, 2005. Qur ability to access credit
facilities, as well as LAFL’s ability to access the securitization market in the future will directly affect our
existing financing arrangements

Our banking/finance operating segment finances its automotive lending activities through operational
cash flows, the issuance of notes under a one-year revolving $250.0 million variable funding note
warehouse credit facility, inter-segment loans and by selling its auto loans in securitization transactions with
qualified special purpose entities, which then issue asset-backed securities to private investors. Gross sale
proceeds from auto loan securitization transactions were $348.3 mllhon $231 6 million and $471 8 million
in fiscal years 2006, 2005 and 2004.

The Variable Funding Notes issued and cutstanding were.$232.3 million at September 30,-2006. The
Variable'Funding Notes are payable to certain administered conduits and are secured by cash and a pool of
automobile loans that meet or are expected to meet certain eligibility requirements. Credit enhancements for
the Variable Funding Notes require us to provide, as collateral, loans held for sale with a fair value in excess
of the principal amount of the Variable Funding Notes, as well as to hold in trust additional cash balances to
cover certain shortfalls. {n addition, we provide a payment provider commitment in an amount hot to exceed
4.66% of the pool balance. We also enter into interest-rate swap agreements intended to mitigate the
interest-rate risk between the fixed interest rate on the pool of automobile loans and the floating interest rate
being paid on the Variable Funding Notes, accounted for as freestanding derivatives. In October 2006, we
entered into an auto loan securitization transaction for the sale of loans held for sale with a carrying value of
ap'proximately $361.7 million. The income before tax effect of this sale was approximately $2.4 million.

‘ Our ability to access the securitization and capital markets wnll directly affect our plans to finance the
auto ioan portfolio in the future. ¢ , . . . o

Uses of Capital .

We expect that the main uses of cash will be to expand our core business, make strategic acquisitions,
acquire shares of our common stock, fund property and equipment purchases, pay operating expenses of the
‘business, enhance technology mfrastructure and busmess processes, pay stockholder dividends and repay
and service dcbt : : -

In May 2001, we received approximately $490.0 million in net-proceeds from the sale of Convertible
Notes. The issue price of the Convertible Notes, which were offered to qualified institutional buyers only,
represented a yield to maturity of 1.875% per annum excluding any contingent interest. Each of the $1,000
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(principal amount at maturity) Convertible Notes was convertible prior to maturity into 9.3604 shares of our
common stock (subject to adjustment} following the occurrence of certain specified triggering events. In
particular, the Convertible Notes were convertible if, during any calendar quarter, the closing sale price of
our commor stock for at least 20 trading days in a period of 30 consecutive trading days ending on the last
trading day of the preceding calendar quarter was more than a specified percentage (initially 120% as of the

third quarter of fiscal year 2001 and declining 0.084% each quarter thereafter) of the accreted conversion
price per share of our common stock on the last trading day of the preceding calendar quarter. Based on this
formula, holders were able to convert their Convertible Notes during each of the first three quarters of fiscal
year 2006 because the closing sale price of our common stock during each of the preceding quarters, for at
least 20 trading days in the period of 30 consecutive trading days ending on the last trading day of the
applicable quarter, was more than the applicable conversion trigger price (calculated quarterly based on a
percentage of the accreted conversion price per share of our common stock on the last trading day of the
quarter). As a result, $870.5 million in aggregate principal amount of Convertible Notes were converted into
an aggregate amount of 8.1 million shares of our common stock in fiscal year 2006. On'June 5, 2006, we
redeemed the remaining $0.6 million principal amount at maturity of the Convertible Notes for cash in the
aggregate amount of ‘$0.4 million. From inception through June 5, 2006, holders ‘put-to us and we
repurchased for cash a,total of $6.5 million principal amount at maturity of Convertible Notes, for their
accreted value of $3.9 million.

In December 2004, the FASB issued Staff Position No. 109-2, “Accounting and Disclosure Guidance
for the Foreign Earnings Repatriation-Provision within the "American Jobs Creation Act of.2004” (“FSP
FAS 109-2"). The Jobs Act was signed into law on October 22, 2004. Under a provision of the Jobs Act, we
elected on January 26, 2006 to repatriate certain earnings of our formgn-based subsidiaries during fiscal
year | 2006 at a reduced U. S. federal tax rate. FSP FAS 109-2 prov1cles guldance on when an enterprise
should recogmze in its financial statements the effects of the one-time tax benefit of repatriation of foreign
earnings under the Jobs Act, and specifies interim disclosure requirements. Under our domestic
reinvestment plan approved by our Chief Executive Officer and our Board of Directors, we repatriated
approximately $2.1 billion of earnings from our foreign subsidiaries at September 30, 2006. The proceeds
will be reinvested in our U.S. operations prior to October 1, 2010 consistent with the domestic reinvestment
plan and the intent of the Jobs Act. As a result of the repatriation, we recorded an income tax charge of
$105.5 million during fiscal year 2006.

"We continue to look for opportunmes to control our costs’ and expand our. global presence In this
regard, in fiscal year 2005 we entered into a commitment to’ acquire land’ and build a campus in Hyderabad,
India, to establish support services for several of our global functions. Our estimated total cost to complete
the campus at September 30, 2006 was $43.6 million, of which $17 5'million had been incurred as of this
date. We expect to open the campus in the first three months of calendar year 2007.

In November 2006, we announced that Franklin ,Tqmpletc'm Investments agreed in principle to acquire
full ownership of its joint venture in India, Franklin Templeton Asset Management (India) Private Limited
(“AMC™), subject to regulatory approvals and to execution of a formal agreement. Franklin Templeton
Investments will purchase the 25% stake in the AMC’s total equ1ty pald up capltal held by Hathway
Investments a member of the Rajan Raheja group of companies.
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Contractual Obligations and Commercial Comnutments

Contractual Obhganons ana‘ Commltments .
1 0

The following table summarizes contractual cash obllgatlons and commitments. We beheve that we
can meet these obligations and commitments through existing liquid assets, continuing cash flows from
operations and borrowing capacity under current credit facilities. '

L]

(m m:IImns) ' ' - ' Payments Due by Period
g ot ’ Less than 1-3 3-5 - More than
as of the fiscal year ended September 30, 2006 | Total 1Year Years . Years 5 Years
Non-current debt ™ ......... PR SO $ 6279 §$421 $5068. $ 655 $135
Operating 1eases® .. ... .o vuvinronen.s B «350.6 404 . 741 - 671 - 169.0
Purchase obligations? .....:.............. A 3752 1382 112.00 746" - 504
" Total Contractual Obligations ...... ........... _1,3537 2307 6929 2072 2329
Loan origination commitments ..,.......... N 2189 1983, — @ — . 206.
Capital contribution commitments® . . . .. e e . 949 31.8 41.2 219 . —
Total Contractual Obligations and Commitments . ... $1,667.5 . $450.8 - $734.1‘ $229.1 -$253.5

&  Operating lease obligations are presented net of future receipts on contractual sublease arrangements totaling $35.5
- million as of September 30, 2006. o .

7 Purchase obligations include contractual amounts that will be due to purchase goods and services to be used in our
operations and may be cancelled at earlier times than. those indicated under certain conditions that may include
termination fees. In. particular, under an agreement {o outsource the operations of our data.centers {including
responsnbtluy for processmg data and managing the centers), which we can terminate any time after July 1, 2006, we

" estimated ‘that the termination fee payable in October 2006, not including costs associated with assuming equipment
leases, would approximate $12.5 million and would decrease each month thcreafler reachmg a payment of
approximately $2.2 million-in July 2008. .

$  Capital contribution commitments relate to our contractual commitments to fund certain of our sponsored investment

products. : : . o e : . ‘

H

Contingent Obligations

In relation to the auto loan securitization transactions that we have entered into with a number of
qualified special purpose entities, we are obligated to cover shortfalls in amounts due to note holders up to
certain levels as specified in the related agreements. At September 30, 2006, the maximum potential amount
of future payments related to these obligations was $32.0 million and the fair value of obligations ansmg
from auto securitization transactions entered into subsequent to December 31, 2002 reflected on our
Consolidated Balance Sheet at September 30, 2006 were not significant.

At September 30, 2006, the banking/finance operating segment had issued financial standby letters of
credit totaling $2.7 million on” which beneficiaries would be able to draw upon in the event of
non-performance by our customers, primarily in relation to lease and lien obligations of these bankmg
customers. These standby letters of credit, issued prior to January 1, 2003, were secured by marketable
securities with a fair value of $2.9 million at September 30, 2006 and commercial real estate.

Off-Balance Sheet Arrangements

As discussed above, we hold a 49% ownership interest in LFL and LAFL and we account for the
ownership interest in these companies using the equity method of accounting. As of September 30, 2006,
LFL had approximately $8.9 million in total assets and our exposure to loss related to LFL was limited to
the carrying value of our investment, and interest and fees receivable totaling approximately $0.9 million.
As of September 30, 2006, LAFL had approximately $426.8 million in total assets and our maximum
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exposure to loss related to LAFL totaled approximately $215.9 million. We recognized pre-tax income of
approximately $7.4 million and $21.1 million for our share of LFL’s and LAFL’s net income in fiscal years
2006 and 2005. Due to our significant interest in both LFL and LAFL, we continue to carry on our balance
sheet the DCA originally sold to LFL by FTDI until these-assets are amortized or sold by LAFL. Neither we
nor our distribution subsidiaries retain any direct ownership interest in the DCA sold, and, therefore, the

sold DCA are not available to satisfy claims of our creditors or those of our distribution subsidiaries.

As discussed above, our banking/finance operating segment periodically enters’ jnto “auto " loan
securitization transactions with qualified special purpose entities, which then issue asset-backed securities to
private lnvestors Our mam objectlve n entenng into these securitization transactions is to obtain financing
for auto loan activities. Securitized loans held by the securitization trusts totaled $514 8 million at
September 30, 2006 and $577.7 million at September 30, 2005.

Critical Accounting Policies ; - : - S

Our financial statements and accompanying notes are prepared i in accordance with generally accepted
accounting pnncrples in'the United States. The preparation of these financial stateménts requires us to make
estimates and assumptions that 1rnpact our financial position and results of operations. These estimates and
assumptions are affected by our application of accounting policies. Below we describe certain critical
accounting policies that we believe are important to understanding our results of operations and financial
position. For additional information about our accountmg pohcres please refer to Note 1 in’ the Notes to
Consolrdated Fmancral Statements ' o .

Goodwill and Otherlntang:bleAssets Co | ) , o - .. .

1 .. ] N LA ) 1ok

- We make sigrificant estimates and’ assumptrons when valuing 'goodwill'and other intangible assets in

'connectlon with the initial purchase price allocation ‘of "an acqurred entlty, as well as when evaluatmg
impairment of intangibles on an ongoing basis. ‘ Lo ' ! .

Under SFAS 142, we are required to. test the fair value of goodwill and indefinite-lived intangibles
when there is an indication of impairment; or at least once a year. Goodwill impairment is indicated when
the carrying amount of a reporting unit exceeds its implied fair value, calculated based on anticipated
discounted cash flows. In estimating the fair value of the reporting unit, we use valuation techniques based
on discounted cash flows similar to models employed in analyzing the purchase price of an acqulsmon
target. .

Intangrble assets subject to amortization are reviewed for 1mpamnent on _the basis of the expected
future ‘undiscounted _operating cash flows, w1thout interest charges to be derived from these assets We
review definite- ltved mtanglble assels for _impairment when there is an indication of 1mpa1rment or at least
once a year. e

In performing Our analysis, we used certain assumptions and estimates including those related to
discount rates and the expected future period of cash flows to be derived from the assets, based on, among
other factors, historical trends and the characteristics of the assets. While we believe that our testing was
appropriate, if these estimates and assumptions change in the future, we may.be required to record
impeirrnent charges or otherwise increase amortization expense.

. ' H ' o o . '

Income Taxes '

Y .

. As a multinational corporatlon we operate in various locatlons outside the United States and generate
earnings from our foreign subsidiaries. At September 30, 2006, and based on tax laws in effect as of this
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date, it is our intention to continue to indefinitely reinvest the undistributed earnings of foreign subsidiaries.
As a result, we have not madé a provision for U.S. taxes and have not recorded a deferred tax liability on
$1,601.8 million of cumulative undistributed earnings recorded by foreign subsidiaries at September 30,
2006. Changes to our policy of reinvesting foreign -earnings may have a s1gmﬁcant effect on our financial
condition and results of operations. . .

.

Valuation of Investments . o

We record substantially all investments 1n our’ financial statements at fair value or amounts that
approxnmate fair value. Where available, we use prices from independent sources such as listed miarket
prices or broker or dealer price quotations. For investments in illiquid and privately held securities that do
not have readily determinable fair values, we estimate the value of the securities based upon available
information. However, even where the value of a security is derived from an independent market price or
broker or dealer quote, some assumptions may be required to determine the fair value. For example, we
generally assume that the size of positions in securities, that we hold would not be large enough to affect the
quoted price of the securities when sold, and that .any such sale would happen in an orderly manner.
However, these assumptions may be incorrect and the actual value realized on sale could differ from the
current carrying value.

l

We evaluate our investments for other-than -temporary declme in value on a penodlc basis. This may
exist when the fair value of an investment security has been below the carrying value for an extended period
of time. As most of our investments are carried at fair value, if an other-than-temporary decline in value is
determined to exist, the unrealized investment loss recorded net of tax in accumulated other comprehensive
income is realized as a charge to net income, in the period in which the other-than-temporary decline in
value is determined. We classify securities as trading when it is management’s intent at the time of purchase
to sell the security_within a short period of time. Accordingly, we record unrealized gams and losses on
these securities in our consolidated income, ce

" While we believe that we have accurately estimated the amount of other-than-temporary decline in
value in our portfolio, different assumptions could result in changes to the recorded ‘amounts in our financial
statements.

Loss Contingencies

We are involved in various lawsuits and claims encountered in the normal course of business. When
such a matter dﬁses and periodically thereafter, we consult with our legal counsel and evaluate the merits of
the claims based on the facts available at that time. In management’s opmlon an adequate accrual has been
made as of September 30, 2006 to provide for any probable losses that may arise from these matters for
which we could reasonably estimate an amount. See also Note 14 to our Notes to Consolidated Financial
Statements included in Part II, Item 8 of this report and “Legal Proceedmgs mcluded in Part I Item 3 of
this report.

Variable Interest Entities ' .

‘

Under FIN 46-R, a variable interest entity (“VIE”) is an entity in which the equity investment holders
have not contributed sufficient capital to finance its activities or the equity investment holders do not have
defined rights and obligations normally associated with an equity investment. FIN 46-R requires
consolidation of a VIE by the enterprise that has the majority of the risks and rewards of ownership, referred
to as the primary beneficiary. . . ‘ :
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Evaluating whether related entities are VIEs, and determining if we qualify as the primary beneficiary
of these VIEs, is highly complex and involves the use of estimates and assumptions. To determine our
interest in the expected losses or residual returns of each VIE, we performed an expected cash flow analysis
using certain discount rate and volatility assumptions based on available historical information, and
management’s estimates. Based on our analysis, we consolidated one VIE into our financial statements as of

September 30, 2006. While we believe that our testing and approach were appropriate, future changes in
estimates and assumptions may affect our decision and lead to the consolidation of other VIEs in our

financial statements.

-Banking/Finance Segment Interest Income and Margin Analysis

The following table presents the banking/finance operating segment’ s net interest income and margin:

(in'millions)

margin ...............

%  Non-accrual loans are included in the average loans receivable balance.

1
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™

- .

, .
o3
[#%]
E.A
—

2006 2005 2004
as of and for the fiscal years ended Average Average Average Average Average Average
September 30, Balance [Interest Rate Balance Interest Rate Balance Interest Rate
Federal funds sold and h
' securities purchased under L ‘
agreements to resetl . . ... $169.8 $57 336% $ 809 $24 297% $ 321 "$03 093%
" Investment securities, N - '
*available-for-sale ....... 2023 - 125 6.18% 2385 85 356% 3214 110 342%
_Loans to banking clients® . .. 4859 ~ 426 -8.77% .4414. 309 7.00% 4513 277 6.14%
Total earning assets . .. $858.0 $60.8 7.09% $760.8 $41.8 549% $804.8 $39.0 4.85%
Interest-bearing deposits ... $426.3 $14.5 3.40% $5554 $ 7.5 1.35% $597.5 $ 43 0.72%
Inter-segmentdebt ........ -19.8 08 4.04% 186 04 215% 882 14, 1.59%
Federal funds purchased and . '
.. securities sold under \
agreements to oo : .
. repurichase .'..... P 2577001 400% . 2.6 0.1 385% - 156 0.2 1.28%
Variable Funding Notes . ... 159.2 98 6.16% 779 29 3N2%  — — —
Total interest-bearing - <~ o . .
" liabilities . .. ....... $607.8 . $25.2  4.15% $654.5 $10.9 1.67% $7013 '§ 5.9 0.84%
Net interest income and
: $35.6  4.15% “$30.9 .4.06% 4.11%

——— -




Quarterly Information (Unaudited)

(in thousands except pe;r share tliataJ .

Quarter ‘ I
Fiscal 2006
Operating revenues ............... e
Operating income .. .-...... PR SR
Netincome ....... . ...,
Earnings per share
Basic........ i e
Diluted®® . ............... L
. Dividendpershare . .........................

‘Commen stock price per share
High ................. e

Fiscal 2005 - . ,

Operating revenues . ..........c.ooounvinnnenn.

Operatingincome . ...........c.cvvivniennnnn.

Netincome .................cccvn.. e

Earnings per share T
Basic.....oooviiiii
Diluted! - ..... e S .

Dividend pershare .......... e e

Common stock price per share ‘ N
High ... .

Fiscal 2004
Operating revenues ..............ooovviunan..
Operating income . ................cc0urunann.
Income before cumulative effect of an accounting

change, netoftax ............... e ..
Cumulative effect of an accounting change, net of
17

Netincome .......... e
Earnings per share
Basic )
" 'Before cumulative effect of an
accounting change .. ........... ...
Cumulative effect of an accounting
change ............... e

Diluted!
Before cumulative effect of an
accountingchange ................
Cumulative effect of an accounting
change ......... ... ... .. il

Net o i e
Dividendpershare ..........................
Common stock price per share

High ... ... . .. .

" Third

‘First ' Second Fouith
$1,181,452 $1,254,770 $1,317,275 $1,297.229
$ 404,586 $ 349757 $ 451986 $ 427,052
$ 317969 $ 196,516 $ 371414 $ 381,669
$ 126% 076$ 14435 151
$ 121°% 0.74 $ 141 § - 149
$ 01208, 01208 0120 8 0120
$ 9886 $ 10425 $ 9835 $ 106.69
‘$  7763-$ 9284 § 8016 $ 8237

P !
$ 986,022 $1,051,181 $1,109,734, $1,163,161
$ 300,084 $ 273,281 § 346,479° $ 368,532
$ 239989 $ 221274 $ 261,873 § 334,495
$ 096% 088 S 1048 133
'$ 092 $ 085 $ 101 $. 128
$ 0100 8- 2100 S 0100 $ 0.100
$ 7145 $ 7354 8 7764 §  84.72
$ 5566 $ ' 6465 $ 6356 § 76.93
$ 809,666 $ 878,995 $ 867,815°$ 881,732
$ 222860 $ 225210 $-240,986 $ 241,769
$ 167,517 $ 172,791 $ 173,89 § 187,681

4,779. — . L _' : _
$ 172,296 $ 172,791 $ 173,896 $ 187,681
$ 0.68 $ 069 $ 070 $ 0.75

0.02 _ _ _
$ 0.70 $ 0.69 $ 0.70 $ 0.75
$ 0.66 $ 0.67 $ 067 $ 0.73

0.02 — — —
$ 068 $ 067 $ 067 $ 0.73
$ 008 $ 0085 $ 0085 $§ 0.085
$ 5225% 62108 5781 $ 5647
$ 4339 5202 % 4810 $ 46385

W Diluted eamings per share for all periods shown reflect the fiscal year 2005 adoption of the Emerging Issues Task Force
Abstract Issue No. 04-8, “The Effect of Contingently Convertible Debt on Diluted Earnings per Share.”
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" Revision to the Consolidated Statements of Cash Flows

~ As more fully described in Note | in the Notes to Consolidated Financial Statements, we classified
cash flows relating to the Variable Funding Notes as financing activities in the Consolidated Statement of
Cash Flows for fiscal year 2006 in accordance with SFAS 95. Comparative cash flows for fiscal year 2005
relating to the Variable Funding Notes were revised .to reflect their classification as financing activities
instead of operating activities. :

The followmg table summarlzes the effect of the revision to the Consohdated Statements of Cash
Flows 1ncluded in‘our Forms 10-Q prewously ﬁled w1th the SEC '

(in !housaqu) . P . -,

. ‘ A&Pre'viously
for the nine months ended June 30, 2006 v ' o : Co Reported As Revised
' Operating Activities ' S o ‘ _ -
Increase in other liabilities .. .5........... oo 8 67241 8 128,677
Net cash provided by operatmg activities ... ... .. ... .., - 1,037,637 1,099,073
Fmanclng Activities = . - Y Lo - . o
cIncreaseindebt . ... T i e e Wt 1,314 . - 213,837
Paymentsondebt ~......0..... e e e e vt (32,142) 7 (306,101)
- Net cash used in financing activities . .. ........ e e . (875,524 (936,960)
for the six inonths ended March 31,2006 .+ . - L N .
Operatmg Activities' - - ' - ST SR - -+
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Risk Factors : Co

- We are subject to’ extensive and ofterd complex overlapping and frequently changing regulation
domestically and' abroad. Our investment management and related services business and our banking/
finance business are subject to extensive and often complex, overlapping and frequently changing regulation
in the United States and abroad, including, among others, securities, banking, accounting and tax laws and
regulations. Moreover, financial reporting requirements, and the processes, controls and procedures that
have been put in place to address them, are often comprehensive and complex. While management has
focused attention and resourcés on our comphance policies, procedures and practices, non- comphance with
applicable laws or rules or regulations, conflicts of interest requirements or fiduciary principles, either in the
United States or abroad, or our inability to keep up with, or adapt to, an often ever changing, complex
regulatory environment could result in sanctions against us, including fines and censures, injunctive relief,
suspension or expulsion from a certain jurisdiction or market or the revocation of licenses, any, of which
could.also adversely affect our reputauon prospects, revenues, and earnmgs '

'
1

We are Sllb_]CC[ to federal securities laws, state laws regarding securities fraud other federal and state
laws and rules and regulations of certain regulatory and self regulatory organizations, including those rules
and regulalrons promulgated by, among others, the SEC, the NASD and the NYSE, and to the extent
'operanonsior tradmg i OuF -SECUTIties Take' "PIECE Butside+hes Uhited Statesmby, foreign reg%@m@w
regulators, such as the U.K. Listing Authority. Certain of our subsidiaries are registered with the SEC under
the Investment Advisers Act of 1940, as amended, and many of our funds are registered with the SEC under
the Investment Company Act of 1940, as amended, both of which impose numerous obligations, as well as
detailed operational requirements, on our subsidiaries .which are investment advisers to registered
investment companies. Qur subsidiaries, both in the United States and abroad, must comply with.a myriad
of complex and often changing U.S. and/or foreign regulations, some of which may conflict, including
complex U.S..and non-U.S. tax regimes. Additionally, as we expand our operations, sometimes rapidly, into
non-U.S. jurisdictions, the rules and regulations of these non-U.S. jurisdictions become applicable, S
sometimes with short compliance deadlines, and add further regulatory complexity to our ongoing L
compliance operations.

In addition, we are a bank holding company and a financial holding company subject to the supervision
and regulation of the Federal Reserve Board, or FRB, and are subject to the restrictions,. limitations, or
prohibitions of ‘the Bank Holding Company Act of 1956, as amended, and the Gramm-Leach-Bliley Act. :
The FRB may impose additional limitations or restrictions on our activities, mcludmg if the FRB believes
that we do not have the appropriate financial and managerial resources to commencé or conduct an activity
or make an acquisition. Further, our subsidiary, Fiduciary Trust, is subject to extensive regulation,
supervision and examination by the FDIC and New York State Banking Department, while other
subsidiaries are 'subject to oversight by the Office of Thrift Supervision and various state regulators. The
laws and regulations imposed by these regulators generally involve. restrictions and requirements in
connection with a variety of technical, specialized and recently expanding matters and concerns. For
example, compliance with anti-money laundering -and Know-Your-Customer -requirements, both
| domestically and internationally, and the Bank Secrecy Act has taken on heightened importance with
regulators as a result of efforts to, among other things, limit terrorism. ‘At the same time, there has been
increased regulation with respect to the protection of customer privacy and the need to secure’ sénsitive
customer information. As we continue to address these requirements or focus on meeting new or expanded
ones, we may expend a substantial amount of time and resources, even though our banking/finance business
does not constitute our dominant business sector. Moreover,'any inability to meet these requirements, within
the timeframes set by regulators, may subject us to sanctions or other rcstrlctlons by the regulators that
rmpact our broader business.
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Regulatory and legislative actions and reforms are making the regulatory environment in which we
operate more costly and future actions and reforms could adversely impact our assets under management,
increase costs and negatively impact our profitability and future financial results. Since 2001, the federal
securities laws have been augmented substantially and made significantly more complex by, ameng other
measures, the Sarbanes-Oxley Act of 2002 and the USA Patriot Act of 2001. Moreover, changes in the
interpretation or enforcement of existing laws or regulations have directly affected our business. With new
laws and changes in interpretation and enforcement of. existing requirements, thé associated time we must
dedicate to, and related costs we must incur in, meeting the regulatory complexities of our business have
increased and these outlays have also increased as we expand our -business into various non-U.S.
jurisdictions. For example, in the past-few years following the enactment,of thie Sarbanes-Oxley Act of
2002, new rules of the SEC, NYSE and NASD were promulgated and other rules revised. Among other
things, these new requirements have necessitated us to make changes to our corporate governance and
public disclosuire policies, procedures and- practices and our registered investment companies and
investment advisers have been required to make similar changes. In addition, complex accounting and
financial reporting requirements have been implemented in the past several years pursuant to the Sarbanes-
Oxley Act of 2002 and the rules of the SEC and the Public Company Accounting Oversight Board, which
apply across differing legal entities within our corporate structure and varied geographical and/or
jurisdictional areas in which we operate. Compliance activities to meet these new requirements have
required us to expend additional time and resources, including without limitation.substantial efforts to
conduct: evaluations .required .to ensure compliance with the management certification and attestation
requirements under the Sarbanes-Oxley Act of 2002, and, consequently, we are incurring increased costs of
doing business, which potentially negatively impacts our profitability and future financial results. Moreover,
any potential accounting or reporting error, whether financial or otherwise, if matérial, could damage our
reputation, adversely affect our ability to conduct business, and.decrease revenue and net income. Finally,
any regulatory and legislative actions and reforms affecting the mutual fund industry, including compliance
initiatives, may negatively impact revenues by increasing our costs of accessing or dealing in the financial
markets. ) : :

Our ability to maintain the beneficial tax treatment we anticipate with respect 1o foreign earnings we
have repatriated is based on current.interpretations .of the. Jobs Act and timely and permitted use of such
amounts in accordance with our domestic reinvestment plan and the Jobs Act. In September 2006, we
completed our planned repatriation' into the .United States of approximately $2.1 billion of undistributed
earnings of our non-U.S. subsidiaries in-accordance with our domestic reinvestment plan and the Jobs Act,
However;.our ability to maintain the anticipated beneficial tax treatment with respect to these foreign
earnings is subject to current interpretations and compliance with the Jobs Act (including Internal Revenue
Code Section 965), as well as the rules and regulations promulgated by, among others, the Internal Revenue
Service and the United States Treasury Department. Moreover, changes in the interpretation of these rules
and regulations may have an effect on our ability to maintain the beneficial tax treatment with respect to our
repatriated foreign earnings. Our inability to timely complete, to appropriately use repatriated amounts for
permitted purposes or to otherwise satisfy the requirements of our planned repatriation could also have a
negative impact on the scope and breadth of our anticipated tax treatment with respect to such amounts.

Any significant limitation or failure of our software applications and other technology systems that are
critical to our operations could constrain our operations. We are highly dependent upon the use of various
proprietary and third-party software applications and other technology systents to operate our business. We
use our technology to, among other things, obtain securities.pricing information, process client transactions
and provide reports and other customer services to the clients of the funds we manage. Any inaccuracies,
delays or systems failures in these and other processes could subject us to client dissatisfaction and losses,
Although we take protective measures, including measures to effectively secure information through system
security technology, our technology systems may still be vulnerable to unauthorized access, computer
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viruses or other events that have a security impact, such as an authorized employee or vendor inadvertently
causing us to release confidential information, which could materially damage our operations or cause the
disclosure or modification of sensitive or confidential information. Moreover, loss of confidential customer
identification information could harm our reputation. Further, although we take precautions to password
protect our. laptops- and other mobile electronic hardware, if such hardware is stolen, misplaced or left
unattended, it ﬁfay!li’cc:’ome'\ililnerable to hacking or other unauthorized use, creating a possible security risk
and resulting in potentially costly actions by us. Most of the software applications that we use in our
business are licensed from, and supported, upgraded and maintained by, third-party vendors. A suspension
or termination of certain of these licenses or the related support, upgrades and maintenance could cause
temporary system delays or interruption. In addition, we have outsourced to a single vendor the operation of
our U.S. data centers, which includes responsibility for processing data and managing the centers. This
vendor.is also responsible for cur disaster recovery systems. A failure by this vendor to continue to manage
our U.S:-data centers and our disaster recovery systems adequately in the -future’could have a material
adverse impact on our business. Moreover,. although we have in place certain disaster recovery plans, we
may experience system delays and interruptions as a result of natural disasters, power failures, acts of war,

-and!thlrd|panypfaxlures ‘Technology is subject.to-Tapid change and we cannot guarantee that our competitors

may not: 1mplement miore advanced Internet platforms for their products which could affect our business.
Potential system failures or breaches, or advancements in technology, and the. cost necessary to address
them, could result in material financial loss or costs, regulatory actions, breach ‘of client contracts,
reputational harm or legal claims and liability, which in turmn could. negatlvely impact our revenues and
income. . . .

We face risks, and corresponding pofential costs and expenses, associated with conducting operations
and -growing our business in numerous foreign countries. . We sell mutual funds and offer investment
management and.related services in many different regulatory jurisdictions around the world, and intend to
continue to expand our operations internationally. As we do so, we will continue to face various ongoing
challenges to ensure that we have sufficient resources, procedures and controls in place to address and
ensure that our operations abroad operate consistently and effectively. In order to remain competitive, we
must be proactive and prepared to implement necessary.resources when growth opportunities present
themselves, whether as a result of a business acquisition or.rapidly increasing business activities in
particular markets or regions. As we grow, we face a heightened risk that the necessary resources and/or
personnel will be unavailable to take full advantage of strategic opportunities when they appear or that
strategic decisions can be efficiently implemented. Local regulatory environments may vary widely, as may
the adequacy and sophistication of each. Similarly, local distributors, and their policies and practices as well
as financial viability, may be inconsistent or less developed or mature. Notwithstanding potential long-term
cost savings by increasing certain operations, such as transfer agent and other back-office operations, in
countries or regions of the world with lower operating costs, growth of our international operations may
involve near-term increases in expenses as well as additional capital costs, such- as information, systems and
technology costs and costs related to compliance with particular regulatory or other local requirements or
needs. Local requirements or needs may also place additional demands on sales and compliance personnel
and resources, such as meeting local language requirements while also integrating personnel into an
organization with a single operating language. Finding and hiring additional, well-qualified personnel and
crafting and adopting policies, procedures and controls to address local or regional requirements remain a
challenge as we expand our operations internationally, Moreover, regulators in non-U.S. jurisdictions could
also change their policies or laws in a manner that might restrict or otherwise impede our ability to
distribute or register- investment products in their respectivé markets. Any of these local requirements,
activities or-needs could increase the costs and expenses we incur in a specific jurisdiction without any
corresponding increase in revenues and income from operating in the jurisdiction.
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We depend on key personnel and our financial performance could be negatively affected by the loss of
their services. The success of our business will continue to depend upon our key personnel, including our
portfolio and fund managers, investment analysts, investment advisers, sales and management personnel
and other. professionals-as well as our executive officers and business unit heads. In .a tightening labor
market, competition for qualified, motivated and highly skilled ¢xecutives, professionals and other key

personnel in the asset management and banking/finance industries remains significant. Qur success depends
to a substantial degree upon our ability to attract, retain and motivate qualified individuals, including
through competitive compensation packages, and upon the continued contributions of these people. As our
business grows, we are likely to need to increase correspondingly the overall number of individuals that we
employ. Moreover, in order to retain certain key personnel, we may be required to increase compensation to
such individuals, resulting in additional expense without a corresponding increase in potential revenue. We
cannot assure you that we will be successful in attracting and retaining qualified individuals, and the
departure of key investment personnel, in particular, if not replaced, could cause us to lose clients, which
could have a material adverse effect on our financial condition, results of operations and business prospects.

Strong competition from numerous and sometimes larger companies with competing offerings and
products could limit or reduce sales of our products, potentially resulting in a decline in our market share,
revenues and net income. We compete with numerous asset management companies, mutual fund, stock
brokerage and investment banking firms, insurance companies, banks, savings and loan associations and
other financial institutions. Qur investment products also compete with products offered by. these
competitors as well as real estate investment trusts, hedge funds and others. Over the past decade, a
significant number of new asset management firms and mutual funds have been established, increasing
competition. At the same time, consolidation in the financial services industry -has created stronger
competitors with greater financial resources and broader distribution channels than our own. Competition is
based on various factors, including, among others, business reputation, investment performance, product
offerings, service quality, distribution relationships, and fees charged. Additionally, competing securities
broker/dealers whom we rely upon ‘to distribute and sell our mutual funds may also sell their own
proprietary funds and investment products, which could limit the distribution of our investment products.
To the extent that existing or potential customers, including securities broker/dealers, decide to invest in or
distribute the products of our competitors, the sales of our products as well as our market share, revenues
and net income could decline. Our ability to attract and retain assets under our management is also
dependent on the relative investment performance of our funds and other managed investment portfolios,
offering a mix of sponsored investment products that meets investor demand and our ability 10 maintain our
investment management services fees at competitive levels.

Changes in the distribution channels on which we depend could reduce our revenues and hinder our
growth. We derive nearly all of our fund sales through broker/dealers and other similar investment advisers.
Increasing competition for these distribution channels and- recent regulatory initiatives have caused our
distribution costs to rise and could cause further increases in .the future or could otherwise negatively impact
the distribution of our products. Higher distribution costs lower our net revenues and earnings. Additionally, if
one or more of the major financial advisers who distribute our products were to cease operations or limit or
otherwise end the distribution of our products, it could have a significant adverse impact on our revenues and
earnings. There is no assurance we will continue to have access to the third-party broker/dealers and similar
investment advisers that currently distribute cur products, or continue to have the opportunity to offer all or
some of our existing products through them. A failure to maintain strong business relationships with the major
investment advisers who currently distribute our products may also impair our distribution and sales
operations. Because we use broker/dealers and other similar investment advisers to sell our products, we do
not control the ultimate investment recommendations given to clients. Any inability to access and successfully
sell our products to clients through third-party distribution channels could have a negative effect on our leve]
of assets under management, related revenues and overall business and financial condition, :
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The amount or mix of our assets under management are subject to significant fluctuations and could
negatively impact our revenues and income. We have become subject to an increased risk of asset volatility
from changes in the domestic and global financial and equity markets. Individual financial and equity
markets may be adversely affected by political, financial or other instabilities that are particular to the
country or regions in which a market is located, including without limitation local acts of terrorism,
economic crises or other business, social or political crises. Declines in these markets have caused in the
past, and would cause ‘in the future, a decline in our revenues and income. Global economic conditions,
exacerbated by war or terrorism or financial crises, changes in the equity market place, currency exchange
rates, interest rates, inflation rates, the yield curve and other factors that are difficult to predict affect the
mix, market values and levels of our assets under management. Our investment management services
revenues are derived primarily from fees based on a percentage of the value of assets under management
and vary with the nature of the account or product managed. A decline in the price of stocks or bonds, or in
particular market $egments, or in the securitics market generally; could cause the value and returns on our
assets under management to decline, resulting in a decline in our revenues and income. Moreover, changing
market conditions may cause a shift in our asset mix between international and U.S. assets, potentially
resulting in a decline in our revenue and income depending upon the nature of our assets under management
and the level of management fees we earn based on them. Additionally, changing market conditions may
cause 2 shift in our asset mix towards fixed-income products and a related decline in our revenue and
income, as we generally derive higher.fee revenues and income from equity assets than from fixed-income
products. we manage. On the other hand, increases in interest rates, in particular if rapid, or high interést
rates, as well as any uncertainty in the future direction of interest rates, may have a negative impact on our
fixed-income products as rising interest rates or interest rate uncertainty typically decrease the total return
on many bond investments due to lower market valuations of existing bonds. Any decrease in the level of
assets under management resulting from price declines, mterest rate volatility or uncertamty or other factors
could negatively impact our revenues and income. ' : '

Our increasing focus on international markets as a source of investments and sales of investment
products subject us to increased exchange. rate and other risks in connection with earnings and income
generated overseas. While we operate primarily in the United States,- we also provide services and earn
revenues in The Bahamas, Canada, Europe, Asia, South America, Africa, Australia and Mexico. As a result,
we are subject to foreign exchange risk thiough our foreign operations. While we have taken steps to reduce
our exposure to foreign exchange risk, for example, by denominating a significant amount of our
transactions in U.S. dollars, the situation may change in the future as our business continues to grow outside
the United States. Stabilization or appreciation of the U.S. dollar could moderate revenues from sales of
investment products internationally or could affect relative investment performance of certain funds
invested in non-U.S. securities. Separately, management fees that we earn tend to be higher in connection
with international assets under management than with U.S. assets under management. Consequently, a
downturn in international markets could have a significant effect on our revenues and income. Moreover, as
our business grows in non-U.S. markets, any business, social and political unrest affecting these markets, in
addition to any direct consequences such unrest may have on our personnel and facilities located in the
affected area, may also have a more lasting impact on the long-term investment climate in these and other
areas and, as a result, our assets under management and the correspondmg revenues and income that we
generate from them may be negatlvely affected. o

Poor investmem performance of our products could affect our sales or reduce the level of assets under
management, potentially negatively impacting our revenues and income. Our investment performance,
along with achieving and maintaining superior distribution and client services, is critical to the success of
our investment management.and related services business. Strong investment performance often stimulates
sales of our investment products. Poor investment performance as compared to third-party benchmarks or
competitive products could lead to a decrease in sales of investment products we manage and stimulate
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redemptions from existing products, generally lowering the overall level of assets under management and
reducing the management fees we earn. We cannot assure you that past or present investment performance
in the investment products we manage will be indicative of future performance Any poor future
performance may negatively impact our revenues and income. : . .

[

- . We could suffer losses in earnings or revenue if our reputation is. harmed. Our reputation is important
to the success of our business. The Franklin Templeton Investments brand has been, and continues to be,
extremely well received both in our industry and with our clients, reflecting the fact that our.brand, like our
business, is based in part on trust and confidence. If our reputation is harmed, existing clients may reduce
amounts held in, or withdraw entirely from, funds that we advise or funds may terminate their management
agreements with us, which could reduce. the amount of. assets under management-and cause us to suffer a
corresponding loss in earnings or revenue. Moreover, reputational -harm may cause us to lose current
employeés and we may be unable to continue to attract new ones with similar qualifications, motivations-or
skills. If we fail to address, or appear to fail to address, successfully and promptly the underlying causes of
any reputational harm, we may be unsuccessful in repamng any existing harm to our reputatlon and our
future business prospects would likely be affected. . y . R

. Lo . ' '

QOur future results are a'ependem upon maintaining an appropriate level of expenses, which is subject
to fluctuation. The level of our expenses is subject to fluctuation and may increase for the following or other
reasons: changes in the level and scope of our advertising expenses in response to market conditions,
variations in the level of total compensation expense due.to, among other things, bonuses, changes in our
employee count and mix, and competitive factors; changes in- expenses and capital costs, including costs
incurred to maintain and enhance our administrative and operating services infrastructure; and an increase in
insurance expenses including through the assumption of higher deductibles and/or co-insurance liability.

Qur ability to successfully integrate widely varied business lines can be impeded by systems and other
technological limitations. Our continued success in effectively managing and growing our business, both
domesticaily and abroad, depends on our ability to integrate the varied accounting, financial,-information
and operational systems of our various businesses on a global basis. Moreover, adapting or developing our
existing technology systems to meet our internal needs, as well as client needs, industry demands and new
regulatory requirements, is- also critical for our -business. The constant introduction of new technologies
presents new challenges to us. We have an ongoing need to-continually upgrade and improve our various
technology systems, including our data processing, financial, accounting and trading systems. Further, we
also must be proactive and prepared to implement technology systems when growth opportunities present
themselves, whether as a result of a business acquisition or rapidly increasing business activities in
particular markets or regions. These needs could present operational issues or require, from timeé to’time,
significant capital spending. It also may require us to reevaluate the current vatue and/or expected useful
l1ves of our technology syslems Wthh could negatively 1mpact our results of operations. ‘

. R <

Our inability to successfully recover should we experience a disaster or other business continuity
problem could cause material financial loss, loss of human capital, regulatory actions, reputational harm
or legal liability. Should we experience a local or regional disaster.or other. business-continuity problem;
such as a pandemic or other natural or man-made disaster,.our continued success will depend, in part, on the
availability of. our personnel, our office facilities -and the proper functioning of.our computer,
telecommunication and other related systems and operations, While our operational 'size, the diversity of
locations from which we operate, and our redundant back-up’ systems provide us with a strong advantage
should we experience a local or regional disaster. or. other business continuity event, we.could still
experience near-term operational challenges, in particular depending upon how a local or regional event
may affect our human capital across cur operations or-with regard to particular segments of our operations,
such as key.executive officers or persennel in our technology group. Moreover, as we.grow our operations
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in particular areas, such as India, the potential for particular types of natural or man-made. disasters,
political, economic or infrastructure instabilities, or other country- or region-specific business continuity
risks increases. Past disaster recovery efforts have demonstrated that even seemingly localized events may
require broader disaster recovery efforts throughout our operations and, consequently, ‘we are constantly
assessing and taking steps to improve upon our existing business continuity plans and key management
succession. However, a disaster on a significant scale or affecting certain of our key operating areas within
or across regions, or our inability to successfully recover should we experience a disaster or other business
continuity problem, could materially interrupt our business operations and causé material financial loss, loss

of human capltal regulatory actions, reputational harm or legal liability. .

Cerrain'of the ponfo!:os.we manage, mcl_udmg our.emerging market portfolios, are vulnerable to
market-specific political, economic or other risks, any of which may negatively impact our revenues and
income. Qur emerging market portfolios and revenues derived from managing these portfolios are subject to
significant risks of loss from political, economic, and diplomatic developments, currency fluctuations, social
instability, changes in governmental polices, expropriation, nationalization, asset confiscation and changes
in legislation related to foreign ownership. Foreign trading markets, particularly in some emerging market
countries, are often smaller, less liquid, less regu]ated and sxgnlﬁcantly more volatile than the U.S. and other
established markets. -, : A s - : .

. O
' v ! ' . £

« Qur revehues, “earnings and income could be adversely affected if the terms of our management
agreements .are significantly ‘altered or these.agreements are terminated by the funds 'we advise.".Qur
revenues are dependent on fees earned under investment management and related. services agreements that
we have with the funds we advise. These revenues could be adversely affected if these agreements are
altered significantly or terminiated. The decline in revenue that might result from alteration or termination of
our investment management servnces agreements could have a matenal adverse impact on our earnings or
income. . - : o o

L
‘ ' . . ! L : i .

Diverse and strong competition limits the interest rates that we can charge on consumer loans. We
compete with many types of institutions for consumer loans, which can provide loans at significantly
below-market interest rates, or in some-cases zero interest rates in connection with automobile sales.. Our
inability to compete effectively against these companies or to maintain our relationships with the various
automobile dealers through whom we offer consumer-loans could limit-the growth of our consumer loan
business. Economic and credit market downturns could reduce the ability'of our customers. to repay loans,
which could cauvse losses to our consumer loan portfolio. -

Civi[ Iirigation arising out af or relating to previously settled governmental investigations or other
matters, governmental or regulatory investigations and/or examinations and the legal risks associated with
our business could adversely impdct our assets under management, increase costs and negatively impact
our profitability and/or our future financial results. We have been named in shareholder class action,
derivative, and other lawsuits, many of which arise out of or relate to previously settled governmental
investigations. While. management believes that the claims made in these lawsuits are without merit, and
intends to vigorously defend against them, litigation typically is an expensive process. Risks associated with
legal liability often are difficult to. assess or quantify and their existence and magnitude can remain
unknown for significant periods of time. Moreover, settlements or judgments ‘against us.have the potential
of being substantial if we are unsuccessful in settling or otherwise resolving mattérs early in the process
and/or on favorable terms. It is also possible that we. may be named in additional civil or governmental
actions. similar to those already instituted. From time to time we may receive requests:for documents or
other information from governmental authoritiés or regulatory bodies or we also may become the subject of
governmental or regulatory investigations..and/or examinations. Moreover, governmental or regulatory
investigations or examinations that have been inactive could become active. We may be obligated, and
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under our standard form of indemnification agreement with certain officers and directors in some instances
we are;obligated, or we may choose, to indemnify directors, officers-or employees against liabilities and
expenses they may incur in connection with such matters to the extent permitted under applicable law:
Eventual exposures from and expenses incurred ‘relating to current and future litigation, investigations,
examinations and settlements could adversely impact our assets under management, increase costs and

negatively impact our profitability and/or our future financial results. Judgments or findings of wrongdoing
by regulatory or governmental -authorities;or.in civil litigation against:us could affect. our reputation,
increase our costs of doing business and/or negatively impact our revenues, any of which could have a
material negative impact on our financial results.

Our ability to meet cash needs depends upon certain factors, including our asset value,'cre_dit
worthiness and the market value of our stock. Qur ability to meet anticipated cash needs depends upon
factors,including our asset value, our creditworthiness as perceived by, lenders and the market value of our
* stock. Similarly, our ability to securitize and hedge future loan portfolios and credit card receivables, and to
obtain continued financing for certain Class C sharés, is also subject to the market’s perception of those
assets, finance rates offered by competitors, and the general market for private debt. If we are unable to
obtain these funds and financing, we may be forced to incur unanticipated costs or revise otr business plans.

Item 7A Quantltatlve and Qualltatlve Disclosures About Market Risk,

In the normal course of business, our financial position is subject to market risk: the potennal loss due
to changes in the value of financial instruments including those résulting from adverse changes in interest
rates,  foreign currency exchange and equity prices. Financial instruments include, but are not limited to,
trade accounts receivable, investment securities, deposits and other debt obligations. Management is
responsible for managing market risk. Our Enterprise Risk Management Committee is responsible for
providing a framework to assist management to identify, assess and manage market and other risks.

Our banking/finance operating segment is exposed to interest rate fluctuations on its loans receivable,
debt securities held, and deposit liabilities. In our banking/finance operating segment, we monitor the net
“interest rate margin and the average maturity of interest earning assets, as well as funding sources.

Our investment management and related services operating segment is exposed to changes in interest
rates, primarily through its investment in debt securities and its outstanding debt. We minimize the impact
of interest rate fluctuations related to our investments in debt securities by managing the maturities of these
securities, and through diversification. In addition, we seck to minimize the impact of interest rate changes
on our'outstanding debt by entering into financing transactions that ensure an appropriate mix of debt at
fixed and variable interest rates.

At September 30, 2006, we have considered the potential impact of a 2% movement in market interest
rates in relation to the banking/finance operating segment interest earning assets, net of interest-bearing
liabilities, total debt outstanding and our portfolio of debt securities, individually and in the aggregate.
Based on our analysis, we do not expect that this change would have a material impact on our operatmg
revenues or results of operations, either individually or in the aggregate.

Our foreign operations expose us to foreign currency exchange risk. While we operate primarily in the
United States, we also provide services and earn revenues in Canada, The Bahamas, Europe, Asia, South
and Central America, Africa and Australia. Our exposure to foreign currency exchange risk is minimized
since a significant portion of these revenues and associated expenses are denominated in U.S. dollars. This
situation may change in the future as our business continues to grow outside the United States.
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We are exposed to equity price fluctuations through securities we hold that are carried at fair vaiue and
through investments held by majority-owned sponsored investment products that we consolidate, which are
also carried at fair value. To mitigate this risk, we maintain a diversified investment portfolio. Qur exposure
to equity price fluctuations is also minimized as we sponsor and invest in a broad range of investment
products in various global jurisdictions, which allows us to mitigate the impact of changes in any particular
market(s) or region(s}. The following is a summary of the effect of a 10% increase or decrease in equity
prices on our financial instruments subject to equity price fluctuations at September 30, 2006.

,

. Carrymg Value Carrying Value

Carrying Assuming a Assuming a
{in thousands) ' Value 10% Increase  10% Decrease
Current ' ‘ o S
Investment securities, trading . ..................... cSo..ou.. $382053 % 420,258 $343,848
Investiment securities, available-for-sale .. . ...... R 552,211 - 607:432 . T 496,990
Total Current . ... L el T $934,264 7 $1,027,690  $840,838
Bankmngmance - i ‘ - - o
Investment securities, avallable-for-sale e e $171,632 -$ 188,795  $154,469
Non-Current
Investment in equity-method investees ...................... - $227,591  $ 250350  $204,832
Equitiesandother ......... ... ... i, 243,962 268,358 219,566

Total Non-Current ........... e L $471,553 $ 518,708  $424,398
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All schedules have been omitted as the information is prov1ded in the financial statements or in related
notes thereto or is not required to be ﬁled as the mforrnatlon is not applicable: -

Certain required quarterly information is included in Item 7 of* Part ‘Il of this Form 10- K report under
the headmg “Quarterly Information (Unaudited)” and incorporated herein by reference. :
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MANAGEMENT’S REPORT ON INTERNAL CONTROL OVER:.
FINANCIAL REPORTING.

The management of Franklin Resources, Inc: (the “Company”) is responsible for establishing and
maintaining adequate internal control over financial reporting for the Company. The Company’s internal
control over financial reporting is a process designed under the supervision of the Company’s principal
executive and principal financial officers to provide reasonable assurance regarding the reliability of
financial reporting and the preparation of the Company’s financial statements for external purposes in
accordance with accounting principles generally accepted in the United States of America.

The Cempa'hy’s internal control-over findncial réporting includes those policies and procedures that;
(i) pertain to the maintenance of records that, in reasonable detail, accurately-and fairly reflect ‘the
transactions and dispositions of the, assets of the Company; (i1) provide. reasonable assurance that
transactions are recorded as necessary to permit preparation of financial statements in accordance with
accounting principles generally accepted in the United States of America, and that receipts and expenditures
of the Company are-being made only in accordance with authorizations of management and directors of the
Company; and (iii) provide reasonable assurance regarding prevention or timely detection of unauthorized
acquisition, use, or disposition of the Company’s assets that could have a material effect on the financial
statements.

Because of 1ts inherent Imutauons 1nternal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk
that controls may become inadequate because of.changes in conditions, or that the degree of compliance
with the policies or procedures may deteriorate. - '

Management assessed the effectiveness of the Company’s internal control over financial reporting as
of September 30, 2006, based on the framework set forth by the Commiittee of Sponsoring Organizations of
the Treadway Commission (COSO) in Internal Control-Integrated Framework. Based on that assessment,
management concluded that, as of September 30, 2006, the Company’s internal control over financial
reporting was effective.

Management’s assessment of the effectiveness of the Company’s internal control over financial
reporting as of September 30, 2006 has been audited by PricewaterhouseCoopers LLP, the independent
registered public accounting firm that audits the Company’s consolidated financial statements, as stated in
their report immediately following this report, which expresses unqualified opinions on management’s
assessment and on the effectiveness of the Company’s internal control over financial reporting as of
September 30, 2006.

G
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Boarcl of Dlrectors !

and Stockholders of Franklin Resources, Inc SN Lo

We have compieted integrated_audits of Franklin Resources, Inc.’s 2006 and 2005 consolidated financial
statements and of its internal control over financial reporting as of September 30, 2006 and audit of its 2004
consolidated financial statements in .accordance with.the standards of the Public Company Accounung
Overs,lght Board (United States). Our opinions, based on our audits, are presented below. . -

Consol:dated f nanc:al statemen:s

reoog . ' N ¥
In-our opinion, -the accompanymg consolidated ‘balance sheet and the related consohdated statements of
income, stockholders’ equity and comprehensive income and cash flows present fairly, in all material
respects, the financial position of Franklin Resources, Inc. and its subsidiaries at September 30, 2006 and
2005, and the results of their operations and their cash flows for each of the three years in the period ended
September 30, 2006 in conformity with accounting principles generally accepted in the United States of
America. These financial statements are the responsibility of the Company’s management. Qur
responsibility is to express an opinion on these financial statements based on our audits. We conducted our
audits of these statements in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An aundit of financial
statemments includes examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statements, assessing the accounting principles used and significant estimates made by
management, and evaluating the overall financial statement presentation, We believe that our audits provide
a reasonable basis for our opinion.

Internal control over financial reporting

Also, in our opinion, management’s assessment, included in Management’s Report on Internal Control Over
Financial Reporting, that the Company maintained effective internal control over financial reporting as of

September 30, 2006 based on criteria established in Internal Control-Integrated Framework issued by the -

Committee of Sponsoring Organizations of the Treadway Commission (COSO), is fairly stated, in all
material respects, based on those criteria. Furthermore, in our opinion, the Company maintained, in all
material respects, effective internal control over financial reporting as of Sepiember 30, 2006, based on
criteria established in Internal Control-integrated Framework issued by the COSO. The Company’s
management is responsible for maintaining effective internal control over financial reporting and for its
assessment of the effectiveness of internal control over financial reporting. Our responsibility is to express
opinions on management’s assessment and on the effectiveness of the Company’s internal control over
financial reporting based on our audit. We conducted our audit of internal control over financial reporting in
accordance with the standards of the Public Company Accounting Oversight Board (United States). Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether effective
internal control over financial reporting was maintained in all material respects. An audit of internal control
over financial reporting includes obtaining an understanding of internal control over financial reporting,
evaluating management’s assessment, testing and evaluating the design and operating effectiveness of
internal control, and performing such other procedures as we consider necessary in the circumstances. We
believe that our audit provides a reasonable basis for our opinions.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance

regarding the reliability of financial reporting and the preparation of financial statements for external
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purposes in accordance with generally accepted accounting principles: A company’s internhal ¢ontrol over
financial reporting includes those policies and procedures that (i) pertain to the maintenance of records that,
in reasonable detail, accurately and fairly reflect the transactions and dispositions of -the assets of the
companyg(ii); prowde reasonable: assurance;thats transactions are: recordedfasgnecessary to.permit preparation
““of financial stalements n accoraanacath | gcncrally afg;:cpted accountifgyprinciples; and that receipts and
expenditures of the company are being made only in accordance with authorizations of management and
directors of the company; and (iii) provide reasonable assurance regarding prevention or timely. detection of
unauthorized acquisition, use, or disposition of the company’s assets that could have a material effect on the

financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or. detect
misstatements. Also, projections of any evaluation of effectiveness to future periods aré subject to'the risk
that controls may become inadequate because of changes in condltlons _or that:the degrec of compliance

with the p011c1es or procedures may detenorate R ‘ '

e T v e . . ' N \

X

A IR, 1 SN L S PSS . v

/s/ PncewaterhouseCoopers e - - ; T ST

San Francisco, Callfomla ‘ o E ‘ )
December 20, 2006 . o N : L A A .

o
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CONSOLIDATED STATEMENTS OF INCOME

(in thousands, except per share data)

Jor the fiscal years ended September 30,
Operating Revenues

Investment managementfees .................... ... ...
Underwriting and distribution fees ......................
Shareholder servicing fees ........... .. ... ... .. .. ...
Consolidated sponsored investment products i mcome net . ...
Other,net . ...

Total operating revenues . .........coevrvuracnenaann.a.

Operatmg Expenses

Underwriting and distribution ... .......................
Compensation and benefits ......................cvu...
Information systems, technology and occupancy ...........
Advertising and promotion .................. P
Amortization of deferred sales commissions .. ............
Amortization of intangible assets ............... ... ....
AIntangible assets impairment . ... ....... ... ... 0l
Provision for governmental investigations, proceedings and

Lo 4 10 0T 111 A
September 11, 2001 recovery,net . ......................
Other ... . e

" Total operating eXpenses ....................... N
Operating income ........ e e R

Other Income (Expenses)

Consolldated sponsored investment products gains, net .. . ...
Investment and other income, net . .................u....
INEErESt EXPEISE « . oottt ve ittt et e

Otherincome, net ............ccoviinnn.n.. e

v . . .
_Income before taxes on income and cumulative effect of an
,accountingchange . ... ... . e
Taxes ONINCOME . & ...ttt ittt ettt s iaan s

Income before cumulativé effect of an accounting change, net
oftax ....... e e
Cumulative effect of an accounting change, netoftax .......

Net INCOME .. . ...ttt et et ey

Basic Earnings per Share

Income before cumulative effect of an accounting change . . . .
Cumulative effect of an accounting change ...............

Diluted Earnings per Share

Income before cumulative effect of an accounting change . . ..
Cumulative effect of an accounting change .......... ... ..

See Notes to Consolidated Financial Statements.
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2006 2005 ‘2004
$2.963927 $2456,518 $1,970,628
1,756,000 1,531,610 1,150,922
259205 254,763 244,063

7712 4414 . 3519

63,792 62,793 69,076
.. 5,050,726 4,310,098 3,438208
1,641,401 1,406,137, 1,035,111

936,254 870,293 769,438

302,341 286,866 273,540

156,460 137,298 1 112,017

120873 .. 122470 « 98.893

14,022 17,459 17,604

68,400 — —

— 33,658 . 105,000
— — (30277

168,594 147,541. . + 126,057
3,417,345 3,021,722 2,507,383
" 1,633,381 1,288,376 930,825

33,624 29,121 3,393

197,782 137,401 90,306

(29.221) = - (34,043) ©  (30,658)

202,185 132,479 63,041
1,835,566 1,420,855 993,866

567,998 363,224 291,981
1,267,568 1,057,631 701,885

— — 4,779
$1,267,568 $1,057,631 $ 706,664
$ 497 $ 422 $ 2.82

— —_ 0.02
$ 497 $ 422 $ 2.84
$ 48 $ 406 $ 2.73

— — 0.02
$ 486 $ 4.06 $ 2.75
$. 048 $ 240 $ 0.34




CONSOLIDATED BALANCE SHEETS R o1

(in thousands)
as of the fiscal years ended September 30, . U 2006 - 2005
Assets -
Current Assets : . - : ' C
Cash and cash eqmvalents ............. e e s $3.310,5450 - 83,076,318
Receivables ..........ov i e [ LT 628,812 549,203
Investment securities, trading . ..................... e 382,053 254,750
- Investment securities, available-for-sale . . . . . e e e IR Lo ‘552211 - 618,426
Deferred taxes andother ................. T 95,980 .. 121,891
1" Total CUITENt ASSELS -+ - v o v o ov e e U e L 4,969,601 4,620,588
Banking/Finance -Assets ‘ _ o Ce e ‘ o
Cash and cash equivalents. ......... e e .-, 302,590 . 75841
Loans held forsale,net . ..... ... ... ... . ... ... ..., e e - . 391,734 ., 303,161
Loans receivable, net . ... . .. . . i i e e, 0t 253370 264,275
Investment securities, available-for-sale ........................... - 171,632 239,880
Other ...... TP U S e o +29;567° - 31,983
Total banking/finance assets ... . SR SR SR .0 1148893 915,140
Non-Current Assets ' . : .
Investments other S e 471,553 452,831
Deferred 5alES COMITUSSIONS .. vt vttt vt et et tet v entereenennens 274,869 309,858
Property and equipment, net .. ....... ... S U - 7506,291 489,366
CGoodwill L. ety . 1,406,825 1,390,851
~Other intangible'assets, MEL ... ... ..\ttt ir i i, - 574,633 .. 656,593
‘Receivable from banking/finance group . .. ..........oeveereeene.n, . 82,329 —
Other ............... s e o 64,865 58,700
Total non-current assets ..... 3,381,365 3,358,199
Total Assets .......... e e e e e e $9,499.859 . $8,893,927

~ [Table cor}iin,ued on next page]

See Notes to Consolidated Financial Statements.
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CONSOLIDATED BALANCE SHEETS "

(dollars in thousands)

as of the fiscal years ended September 30,

-

{Table contioued from previous pago]

2006 . 2005

Llabllltles and Stockholders Equity - -
Current Liabilities »
Compensation and benefits . ..........ooiv e $ 276,998 $ 252 504
COMMETCIAl PAPET . . o . v ettt it et et ittt cien s et 168,063t . 169,389
Accounts payable and accrued €XPENSES .. ... ... i 7 180,690 - 205,833
Commissions .. ...................... R L, 210,996 176,676
INCOME tAXES . ..o vvevniiieuneenieenn, e [ 97,936 25,730
OUNET . . 27,513 . 21,745
Total current liabilities . . . .. P e o ' .;962,196I . 851,897
Banking/Finance Liabilities . ' ) ..
Deposits . .......ovenninn.. e e wo.. o 548907 0 0 519,140
L Payable 1O PATENL ... . ..o\ttt et e g 82,329 = —
Variable Funding Notes ....... i e, T 232,330 239,222
Other ... e 44,821 46,440
Total banking/finance liabilities ... ...............c..ccovuennn.. ... 908387 ' 804,802
Non-Current Liabilities : o SR
Long-termdebt ......... ...l el 627,919 1,208,390
Deferred taxes ... .................... e 211,588 . 235,005
Other ... e e i 9,245 - 33,342
Total non-current liabilities . ................... AU SO 848,752 1,476,737
Total Habilities ... ... ... ... ot . 2,719,335 3,133,436
Minorify Interest ............... U e PR L. 95796 76,107
Commitments and Contingencies (Note_i4) o o
Stockholders Equity
Preferred stock, $1.00 par value, 1,000,000 shares authonzed none T
ISSLEd . Lo e e e L —_
Common stock, $0.10 par value, 1,000,000, 000 shares authorized; . . - ;
253,249,420 and 252,744,758 shares issued and outstanding, at . -
September 30, 2006 and 2005". . "o . ... L U 25,325 25,274
Capital in excessof parvalue ............., S R " 185,583 374,860
Retained earnings ...............ouoonn. c e LUl 6,333,843 5,206,485
Deferred compensation . .. . .. e e e . c— ., (21,958)
Accumulated other comprehenswe income ................ e e 139,977 - -99,723
Total stockholders’ equity ................. e eieeiiieiii.... 6684728 5,684,384
Liabilities and Stockholders’ Equity .. ................... f e . $9,499,859. $8,893,927

See Notes to Consolidated Financial Statements.



CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY AND .-

COMPREHENSIVE INCOME

(in !houmnds)

as of and for the fiscal years ended September 30, 2006, 2008, and 2004

Shares

Common Steck

_ Capital in ~

Common Stock  Excess of Par Value

Balance, October ,2003 ....... e e e
NetinCome .. ... .. .ttt e e i s
Other comprehensive income

1 Netunrealized gains on investments ......................
¢, Currency translation adjustments ................... ...,

. Minimum pension liability adjustment .. ................. L

Tolal gcomprehensive income ...
Purchase of common stock . .......... [ e
Cash dividends on common stock . .....oovirivteriieane.. ..
Issuance of common stock under stock award programs ...........
Issuance of common stock under employee stock investment '

PlanS .. e
Tax benefit from employee stockplans ........................
Issuance of common stock on exercise of stock options ...........

Balance, September 30,2004 .. .. ... ... e

R 1Tt} 11
Other comprehensive income
Net unrealized gains on investments ......................
Currency transiation adjustments .. ..............ceuena..
Total comprehensive income .........coiiiiiiiii e
Purchase of common SIOCK ..
Cash dividends on common stock ...........0 ... ... ..o
Issuance of common stock under stock award programs ........:..
Issuance of common stock under employee stock 1nvestment
Plans ... e
Tax benefit from employee stock plans ........................
Issuance of common stock on exerc:se of stock opnons ...........
Deferred compensation . . ....... .. loovi e, e

Balance, September 30,2005 . ... ... .. ... L

CONBLINCOMIE ..t e e e e

Other comprehensive income

Net unrealized gains on investments .................. e

Currency translation adjustments . ...... e .

Minimum pension liability adjustment . . .......... R
Total comprehensive income ............... L Tl o

Purchase of common stock ............. e s
Cash dividends oncommon stock ........... ... ool
Issuance of commoen stock under stock and stock unit award programs

_ and employee stock investmentplans . .......... ... ... ...
Issuance of common stock an exercise of stock optlons NI
Issuance of common stock on debt conversion ... ... ........ ...
Tax benefit from employee stock plans . ... .. PO
Stock-based compensation expense and other ..., ......... e
Deferred compensation ... .................... e
Cash dividends to-minority interest holders

Balance at September 30, 2006 . .. e -

245,932

(1,347}
1,004
5%4

3,497
249,680

(2,492)
1,708
541

3,308

. 252,745

(11,294)

1,014
2,636
8,148 .

253,249

P

$24,593 _ $108,024

-

(134) ~77" (67458)

100 45,725

59 21,710
18567

350 128,569
24,968 255,137
(249) (169,886
170 - 117,549

54 28930

: 24.119

31 119011
25274 . ' 374,860
(1,129) (984.785)
101 36,157
264 116,282
815 . 588,427
51.552

' 25,048
(21,958)

$25325 $185,583

[Table continued on next page]

See Notes to Consolidated Financial Statements.
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CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY AND
COMPREHENSIVE INCOME

(in thousands}

[Table continued from previous page]

. T . T . ' Accumulated
o ' b : o Other - - Total Total
as of and for the fiscal years ended September 30, Retained . Déferred Comprehensive Stockholders’ Comprehensive
2006, 2005, and 2004 : Earnings Compensation Income (Loss) Equity Income
Balance at October 1,2003 . .. ... e $4,129,644 $ —_ $ 47,847  $4,310,108
Netincome . ...:.......00venn.. [P 706,664 ‘ . 706,664 § 706,664
Other comprehensive income ' .
Net unrealized gains on investments . . . .. e 9,292 . 9,292 9,292
Currency translation adjustments ....... 16,895 16,895 16,895
. Minimum pension liability adjustment . .. o 1,141 -, 1,141 - t,id1 ,
Total comprehensive income .. ............. ) o . 8 733992.
Purchase of common stock ................ . (67,592)
Cash dividends on common stock .. ......... (84.804) : : - (84,804) -
Issuance of common stock under stock award : - '
PrOLAMS ...\ ovvinanitinrnineeenens : . 45,825
Issuance of common stock under employee ‘ .
stock investmentplans . ................. ' 21,769
Tax benefit from employee stock plans ... .. .. ’ 18,567
Issuance of common stock on exercise of stock T . ‘ ' '
COPHOMS & oo e . 128919
Balance at September 30, 2004 ............ 4,751,504 — 75175 5,100,784 :
Netincome ................. U 1,057,631 1,057,631 ~ $1,057,631
Other comprehénsive income . . ' I
Net unrealized gains on investments .. ... S : . 13,254 13,254 - 13,254
Currency translation ad_]ustmenls ....... 11,294 11,294 11,294
Total comprehensive income . . . ... e ) . . . 51,082,179
Purchase of commonstock ................ ' - (170,135)
Cash dividends on common stock ........... (602,650) (602,650)
Issuance of common stock under stock award , . .
PIOGIAMS ..o veviins vt rninrveeanaeanns 117,719
Issuance of common stock under employee ' ' Lo o
stock investmentplans .. ................ : ' ‘ . 28984
Tax benefit from employee stock plans .. .. ... : ' . o 24119
Issuance of common stock on exercise of stock S
COPHONS .. , - 119,342
Deferred compensation .............0.0c.... (21,958) . - (21,958)
Balance at September 30,2005 ... ....... .. 5,206,485 (21,958) . . . 99,723 . 5,684,384 .
Netineome . .....oenniniie e 1,267,568 1,267,568 $1,267,568
Other comprehensive income ’ ) Tt
Net unrealized gains on investments . . . .. - - 19,690 : 19,690 - 19,690
.Currency translation adjustments ....... . 22,395 22,395 22,395
Minimum pension Hability adjustment . . . (1,831 (1,831 (1,831)
Total comprehensive income . .............. . . . $1,307.822
Purchase of commonstock ................ S e ) S (985,914)
Cash dividends on common stock ........... (122,842) (122,842)

Issuance of common stock under stock and
stock unit award programs and employee

stock investmentplans .. ....... ... ...... : 36,258
Issuance of common stock on exerc:lsc of stock . ) .

options ..... .. ... il - 116,546 Tt
Issuance of common stock on debt conversion . . . T -~ 589,242
Tax benefit from employee stock plans . .. .. .. . . - 51,552
Stock-based  compensation expense and other ) . 25,048
Deferred compensation ..... 50 .. ... 21,958° ' —_
Cash dividends to minority interest holdcrs I (17,368) (17,368)
Balance at September 30,2006 ... ......... $6333843 § — $139,977 $6,684,728

See Notes to Consolidated Financial Statements.
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CONSOLIDATED STATEMENTS OF CASH FLOWS

{in thousands}

for the fiscal years ended September 30, 2006 2005 2004
NetIncome ............... . ... . . i, $1,267,568 $1,057,631 $706,664
Adjustments to reconcile net income to net cash provided by g - .

. operating activities: . ' ' . S :

Depreciation and amortization ................ ... 000 ... 215,271 212,173 183,437
Equity in net income of affiliated companies .. ................. (33,595) (30,659) (20,605)
Net gains on disposal of assets . .:........................... (11,962) = (3.603) (18,993)
Intangible assets impairment ................... ... ... 68,400 - - —
Excess tax benefit from stock-based compensation arrangements . .. - (38,180) — —_
Changes in operating assets and liabilities: < '

Increase in receivables, prepaid expenses and other ............. (153,702) (91,286) (99,389)
Originations of loans held forsale,net . .. ..................... (442,643) . (460,455) . (79,478)
Proceeds from securitization of loans held forsale .............. 354,070 239,775 294,996
Net change in trading securities ............................. (127,303) - 2,579  (215,950)
Advances of deferred sales commissions . ..................... (114,086)  (149,941) (182,146)
(Decrease) increase in provision for governmental investigations, ‘ '

. proceedings and actions, net . .......... .. e (55,156) (27,180) 92,814
Increase (decrease) in deferred income taxes and taxes payable .. .. "111,982 {20,071y . 41,182
Increase in commissions payable ... ..................... e 34,320 48,335 | 32,781
Increase in other liabilities .............. ... .. ... .. ...... 95,857 7,306 - 83,797
Stock-based compensation and increase in accrued compensation )

andbenefits .. ....... ... ... . e, 107,049 65,384 110,555
Net cash provided by operating activities ................... 1,277,890 849,988 929,665
Purchase of investments .............oouvevven.n Ceevviee. o (707,264) (1,239,878) (2,408,179)
Liquidation of investments .. ..........coi i enn.. 727,177 962,917 3,377,797
Purchase of banking/finance investments ..................... (66,822)  (100,717)  (41,049)
Liquidation of banking/finance investments ................... 137,298 123,890 127,012
Proceeds from securitization of loans receivable ................ — o — - 179,965
Decrease (increase) in loans receivable,net . ................... ' 11,390 . 71,191 (337,114)
Net additions of property and equipment . ..................... (69,050) (74,925) (21,256)
Acquisitions of subsidiaries, net of cash acquired ............... 3,795 37 (68,255)
Insurance proceeds related to September 11, 2001 event . ........ — — 32,487
Net cash provided by (used in) investing activities ............ 36,524 (257,5589) 841,408
Increase (decrease) in bank deposits ......................... 29,767 (36,606) (78,236)
Exercise of common stockoptions .. ............ ... ... ... ..., 08,298 130,651 128,919
Dividends paid on commonstock ........................... (117,730)  (598,659) - (82,006)
Purchase of commonstock . . ....... ... ... ... .. i, (985,915) (170,135 (67,593)
Excess tax benefits from stock-based compensation arrangements . ., 38,180 C— —
Increaseindebt . ...................... e e 292,492 307,322 276,913
Paymentsondebt ................. e e e (341,194) (66,220) (199,914)
Minority interest .. ... ...t . 132,664 76,189 114,337
Net cash (used in) provided by financing activities . ........... (853,438) (357,458) 92,420
Increase in cash and cashequivalents . ....................... 460,976 234971 1,863,493
Cash and cash equivalents, beginning of year .................. 3,152,159 2,917,188 1,053,695
Cash and Cash Equivalents, End of Year ................... $3,613,135 $3,152,159 $2,917,188

[Table continued on next page]

See Notes to Consolidated Financial Statements.
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CONSOLIDATED STATEMENTS OF CASH FLOWS

{in thousands)
for the fiscal years enaed September 30,

Compaonents of Cash and Cash Equivalents

Cash and cash equivalents, beginning of year:
Current assets ... .....iiinit it i
Banking/finance assets ........... ... ... ... e

Cash and cash equivalents, end of year:
CUITENE ASSELS .. .ot tre et ie e eine e eeiaaenens
. Banking/finance assets ................... e

Supplenﬁental Disclosure of Non-Cash Information

Total assets related to the net (deconsolidation) consolidation of
cettain sponsored investment products and a lessor trust ... .. ..

Total liabilities related to the net deconsolidation of certain

" sponsored investment products and a lessor trust .. ...... e

[Table continued from previous page]

2006 ..o 2005 2004

$3.076,318 $2.814,184 $1,017,023
75,841 103,004 36,672

$3,152,159 $2,917,188 -$1,053,695

$3,310,545 $3,076,318 $2,814,184
302,590 75,841 103,004

$3,613,135 $3,152,159 $2,917,188

(241,564) (97,044) 71,961

(87,396) ‘ (11,998) (20,117)

See Notes to Consolidated Financial Statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - - = . N .
Note 1 - Significant Accounting Policies

We derive the majority of our revenues and net income from providing investment management, fund
administration, shareholder services, transfer agency, underwriting, distribution, custodial, trustee and.other
fiduciary services (collectively “investment management and related services™) to.the Franklin, Templeton,
Mutual Series, Bissett, Fiduciary Trust and Darby funds, institutional, high,nét-worth and other investment -
accounts ‘and products, collectively called our sponsored investment products. Services to our sponsored
investment products are provided under contracts that set forth the level and nature of the fees to be charged
for these services. The majority of our revenues relate to mutual fund products that are subject to contracts
that are penodlcally reviewed and approved by each mutual fund’s board of directors/trustees and/or its
shareholders R

Basis of Presentation. The Consolidated Financial Statements are prepared in acéordance with
generally .accepted accounting principies in the United States of America, which require us to estimate
certain amounts. Actual amounts may differ from these estimates. Certain comparative amounts for prior
years have been reclassified to conform to the ﬁnancml statement presentauon for the ﬁscal year " ended
September 30, 2006 (“fiscal year 2006"). L C

The Consohdated Financial Statements mclude the accounts of Franklm Resources, Inc (the )
"‘Company) and its subsidiaries (collectively, “Franklin Templefon Investments™) consolidated under
Financial Accounting Standards Board (“FASB”) Financial Accounting Standards No. 94, “Consolidation
of All Majority-owned Subsidiaries” (“SFAS 94”), and FASB Interpretation No. 46, “Consolidation of
Variable Interest Entities (revised December 2003)” (“FIN 46-R™). All material inter-company accounts and
transactions have been eliminated except that we have not eliminated the receivable from banking/finance
group and payable to parent line items from our Consolidated Balance Sheets. These amounts relate to the
funding of banking activities, including auto and credit card loan financing. In addition, the related inter-
company interest expense is included in other, net revenue and the inter-company interest income is
included in investment and other income, net in our Consolidated Statements of Income. This treatment
provides additional information on funding sources available to the banking/finance group and on its
operations.

Revision to the Consolidated Statements of Cash Flows. In accordance with FASB Statement of
Financial Accounting Standards No. 95, “Statement of Cash Flows”, we classified cash flows relating to the
variable funding notes (“Variable Funding Notes™), issued under a one-year revolving $250.0 million
variable funding note warehouse credit facility originally entered into in March 2005, and subsequently
extended for an additional one-year term in March 2006, as financing activities in the Consolidated
Statement of Cash Flows for fiscal year 2006. These financing activities are included in the operations of a
subsidiary within the banking/finance operating segment whose assets at September 30, 2006 and 2005
represented 4.8% and 4.1% of total Franklin Templeton Investments” assets and whose income before taxes
for fiscal year 2006 and the fiscal year ended September 30, 2005 (“fiscal year 2005”) represented 0.5% and
0.7% of total Franklin Templeton Investments’ income before taxes. Comparative cash flows for fiscal year
2005 relating 1o the Variable Funding Notes were revised to reflect their classification as financing activities
instead of operating activities. The revision had no impact on the previously reported fiscal year 2005 net
income, banking/finance liahilities, and cash and cash equivalents, and was immaterial to the fiscal year
2005 Consolidated Statement of Cash Flows.
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The following table summarizes the effect of the revision to the fiscal year 2005 Consolidated
Statement of Cash Flows. L

(in thousands) . o . l ] ! :
) As Previously
for the fiscal year ended September 30, 2005 " ! . Reported " As Revised -
* Operating Activities e - - o o
Increase in other liabilities . . . . ... TR [, $ 246527 § 7306 '
Net cash provided by operating activities .. ... LR 1,089,200 849,988
Financing Activities , x
. Increase indebt ... .. [ P e e 40,957 307,322
_Paymentsondebt................ R T (39,076). . (66,220)
Net cash used in financing activities . ...................... (596 679) (357 458) -

The effect of the revision on the Consohdated Statements of Cash Flows included in our Forms 10-Q
prev1ously filed with the Securities and Exchange Commission (the “SEC”) are dlsclosed in Quarterly
Informatlon (Unaudlted) in lItern 7 of Part Il of this Form 10-K.

Cash and Cash Equivalénts include demand deposits with banks, debt instruments with maturities of
three months or less at the purchase date and other hlghly l:qu1d investments, 1ncludmg money market
funds, which are readily convertible into cash.

Investment Securities, Trading are carried at fair value with changes in fair value recognized in our
consolidated net income. Trading securities mclude investments held by sponsored investment products that
are consolidated in our ﬁnanmal statements.

Investment Securities, Available-for-Sale are carried at fair value. Realized gains and losses are
included in investment income currently based on specific identification. Unrealized gains and losses are
fecorded net of tax as part of accumulated other comprehensive income until realized.

When the cost of an investment exceeds its fair value, we review the investment for an other-than-
temporary decline in value. In making the determination of whether the'decline is other-than-temporary, we
use a systematic methodology that includés consideration of the duration and extent to which the fair value
is less than cost, the financial condition of the investee, including industry and sector performance, and our
intent and ability to hold the investment. When a decline in fair value of an available-for-sale security is
determined to be other-than-temporary, the unrealized loss recorded net of tax in accumulated other
comprehensive income is realized as a charge to net income. .

. Derivatives. Generally, we do not.hold or issue derivative financial instruments for trading purposes.
From time to time, we may enter into interest-rate, swap agreements in order to mitigate interest-rate exposure
related to loans receivable, deposits, and debt .of the banking/finance operating segment. At September 30,
2006, we held interest-rate swap agreements to reduce fixed interest-rate exposure of certain loans receivable
and deposit liabilities of the banking/finance operating segment. These instruments were accounted for as
freestanding derivatives, with changes in their fair value recogmzed in our fiscal year 2006 earmngs

a

As further described in Note 8, we also enter into 1nterest rate swap agreements, accounted for as
freestanding derivatives, intended to mitigate the interest risk between the fixed interest rate received on
automobile loan pools and the floating interest rate paid under a vanable fundmg note warehouse credit
fac111ty ‘'used to finance these automobile loan pools” !

We penodlcally enter into spot and forward currency contracts as principal to facilitate client
transactions -and, on limited occasions, hold currency options for our own account. It is our policy that
substantially all forward contracts be covered no later than the close of business each day.. Gains or:losses
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on these contracts are reflected in the Consolidated Statements of Income. There were no spot and forward
currency contracts ouistanding at September 30, 2006.

Loans Held For Sale, Net and Loans Receivable, Net. Our banking/finance group offers retail-banking
and consumer lending services. We accrue interest on loans using the simple interest method. The majority
of retail-banking loans are at variable rates, which are adjusted periodically. Loans originated and intended
for sale are carried at the lower of cost or estimated fair value in the aggregate. Net unrealized losses, if any,
are recognized through a valuation allowance included in other, net revenues, '

Allowance for Loan Losses. An allowance for probable loan losses on our consumer loan portfolio is
maintained ‘at a level sufficient to absorb probable losses inherent in- our banking/finance segment loan
portfolio. Probable losses are estimated for the consumer loan portfolio based on contractual delinquency
status and historical loss experience. The allowance on our consumer portfolio is based on aggregated
portfolio segment evaluations, generally by loan type, and reflects our judgment of portfolio risk factors such
as economic conditions, bankrupicy trends, product mix, geographic concentrations and other similar items. A
loan is charged to the allowance for probable loan losses when it is deemed to be uncollectible, taking into
consideration the value of the collateral, the financial condition of the borrower and other factors. Recoveries
on loans previously charged-off as uncollectible are credited to the allowance for probable loan losses.
Beginning in the fiscal year ended September 30, 2004 (“fiscal year 2004"), the allowance for probable loan
losses on our auto loan portfolio no longer includes a portion of acquisition discounts from our purchase of
automobile installment loan contracts, commonly referred to as dealer holdbacks.

We have not recorded an allowance for probable loan losses on our retail- banking loans and advances
as these loans are generally payable on demand and are fully secured by assets under our custody. Advances
on customers’ accounts are generally secured or subject to rights of offset and, consistent with past
experience, no loan losses are anticipated.

Past due loans 90 days or more in both our consumer lending ‘and retail-banking portfolios are
reviewed individually to determine whether they are collectible. If warranted, after considering collateral
level and other factors, loans 90 days past due. are placed on non-accrual status. Interest collections on
non-accrual loans for which the ultimate collectibility of principal is uncertain are applied as principal
reductions; otherwise, such collections are credited to income when received.

© Investments, Other include mvestments that we intend to hold fora penod in excess of one year at the
time of purchase

Investments are accounted for using the equity method of accounting if we are able to exercise
significant influence, but not control, over the investee. Significant influence is generally considered to exist
when an ownership interest in the voting stock of the investee is between 20% and 50%, although other
factors, such as representation on the investee’'s board of directors and the impact of commercial
arrangements, are also considered in determining whether the equity method of accounting is appropriate.
Investments in limited partnerships and limited liability companies are accounted for usmg the equ1ty
method of accounting when our investment is considered to be more than minor.

Entities in which we hold in excess of 50% ownership interest are consolidated in our financial
statements. ‘We are also required to consohdate variable interest entmes in relation 10 which we are the
primary beneficiary as required by FIN 46-R.

Generally, long-term investments, such as debt instruments, are carried at fair. value in accordance with
our treatment of investment securities, available-for-sale if we are unable to exercise significant influence
over the investee. These include collateralized-debt obligations (“CDQOs”), which are valued based on cash
flow projections. Equity investments are accounted for under the cost method if we are not able to exercise
significant influence over the investee and the securities are not marketable. ‘
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Investments, other are adjusted for other-than-temporary declines in value. When a decline in fair value
of an investment carried at fair value is determined to be other-than-temporary, the unrealized loss recorded
net of tax in accumulated other comprehensive income is realized as a charge to net income., When a decline
in fair valoe of an investment carried at cost is determined to be other-than-temporary, the investment is
written down to fair value and the loss in indicated value is included in the determination of earnings.

¥

Deferred Sales Commissions. Sales commissions paid to broker/dealers and other investment advisers
in connection with the sale of shares of our mutual funds-sold without a front-end sales charge are

capitalized and amortized over the periods in -which we estimate that they will be recovered from -

distribution plan payments or from contmgent deferred sales charges R

The majority of cur U.S.-reglsteredmutual funds, with the exception of certain of our money market
mutual funds, have adopted distribution plans (the *“Plans”) under Rule 12b-1 promulgated under the
Investment Company Act of 1940, as amended (“Rule 12b-1"). The Plans permit the mutual funds to bear
certain expenses relating to the distribution of their shares, such as expenses for marketing, advertising,
printing and sales promotion, subject to'the Plans’ limitations on amounts. The individual Plans set a
percentage limit for Rule 12b-1 expenses based on average daily net assets under management of the mutual
fund. Rule 12b-1 fees that relate to firancing arrangements entered into by our UL.S. distributor to finance
sales commission paid in connection with the sale of shares of our mutual funds sold without a front-end
sales charge are recognized when received.

Property and Equipment are recorded at cost and are depreciated on the straight-line basis over their
estimated useful lives. Expenditures for repairs and maintenance are charged to expense when incurred. We
amortize leasehold improvements on the straight-line basis over their estimated useful lives or the lease
term, whichever is shorter. o .

Software Developed for Internal Use. Internal and external costs incurred in connection with developing
or obtaining software for internal use are capitalized. These capil:aiize_d costs are included in property and
equipment, net on our Consolidated Balance Sheets and are amortized beginning when the software project is
complete and the application is put into production, over the estimated useful life of the software. | :

Goodwd! and Other Intangtble Assets Intangrble assets consrst prlmarlly of the estimated value of
mutual fund management contracts and _customer base resultmg from our acquisition of the following
companies: . . .

s Templeton, Galbralth & Hansberger Ltd. in October 1992

» -Heine Securities Corporation in November 1996

= Bissett & Assocrates Investment Management Ltd. in October 2000

ot Frducmry Trust Company International (“Fiduciary Trust”) in Apnl 2001
e Ptoneer IT1 AMC Limited in July 2002

* Darby Overseas Investments Ltd. and Darby Overseas Partners LP (collectively “Darby") in
* October 2003

A

- We amortize intangible assets over their estimated.useful lives, using the straight-line method, unless
the asset is determined to have an indefinite useful life. Amounts assigned to indefinite-lived intangible
assets primarily represent the value of contracts to manage mutual fund assets for which there is no

foreseeable l1m1t on the contract period. '
, .

Goodwill represents the excess  cost of a business acquisition over the fair value of the net assets
acquired. In accordance with Statement of Financial Accounting Standards No. 142, “Goodwill and Other
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Intangible Assets” (“SFAS 142”), indefinite-lived intangible assets and goodwill are not amortized, but are
reviewed when there is an mdlcauon of 1mpa1rment or at least annually, to determine whether the value of
the assets is 1mpalred :

When the carrying amount of mdeﬁmte—hved intangible assets exceeds the implied fair value, an
indication of impairment exists. Fair value is determined based on anticipated discounted cash flows.
Similarly, goodwill impairment is indicated when the carrying amount of a reporting unit exceeds its
implied fair value, In estimating the fair value of the reporting unit, we use valuation techniques based on
discounted cash flows similar to models employed in analyzing the purchase price of an acquisition target.
If impairment of goodwill or indefinite-lived intangible assets were indicated in the above tests, impairment
is determined by calculating the difference between the carrying value of the asset reflected on the financial
statements and its current fair value, generally based on undiscounted-cash:flowssAnysexcess:of .carrying. -

value over the fair value would be recognized as an expense in the period in which the i 1mpa|rment occurs;

Intanglble assets subject to amomzauon are tested for 1mpalrment when evcnts or changes m
circumstances indicate that the carrying amount of the assets may not be recoverable. If such a test were to
indicate that the carrying value of the assets exceeded the undiscounted cash flow expected to result from
their use and eventual disposition, an impairment loss would be recognized as the amount by which the
carrying value of the assets exceeded their fair vatue. . o . .

Our goodwill and other intangible assets have been assigned to our investment management and related
services operating segment.

‘ - ..
'

Demand and Interest-Bearing Deposits. ‘The fair values' of demand déposits are considered to
approximate their ‘carrying amounts. Interest-bearing deposits are variable rate and short-teml and,
therefore, the carrying amounts approximate their fair values. .-

Revenués. We recognize fees from providing investment management and fund administration services
(“investment management fees™), shareholder-servicing fees and distribution fees as earmned, over the period
in which services are rendered.'Performance-based investment management fees are recognized when
earned. Investment management fees are generally determined based on a percentage of assets under
management, except for performance-based investment management fees, which are based on performance
targets established in the related investment management contracts. Generally, shareholder servicing fees
are calculated based on the number and typé of accounts serviced. We record undérwriting commissions
related to the sale of shares of our sponsored investment products on the trade date, while distribution fees
are generally based on a percentage of assets under management. |

Advertising and Promotion. We expense costs of advertising and promotion as incurred.

Foreign Currency Translaiion. Assets and liabilities of foreign subsidiaries are translated at current
exchange rates as of the end of the accounting period, and related revenues and expenses are translated at
average exchange rates in effect during the period. Net exchange gains and losses resulting from translation
are excluded from income and are recorded as part of accumulated other comprehenswe income. Foreign
currency transaction gains and losses are reflected in income currently. -

Dividends. For fiscal years 2006, 2005 and 2004, we declared dividends to common stockholders of
$0.48, $2.40 and $0.34 per share. Dlv1dends declared in fiscal year 2005 1nciuded a special dividend of
$2.00 per share.

Accumulated Other Comprehensive Income is reported in our Consolidated Statements of
Stockholders’ Equity and Comprehensive Income and includes net income, minimum pension liability
adjustment, unrealized gains (losses) on investment securities available- for sale, net of i income taxes, and
currency translation adjustments, < :
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The changes in. net unrealized gains (losses) on investment -securities include- reclassification
adjustments relating to the net realized gains on the sale of investment securities, available for sale and other
of $24.7 million, $4.8 million and $24.0 million during fiscal years 2006, 2005, and 2004, The tax effect of

the change in unrealized gains (losses) on investment “securities was $1.8 million, $22 million and
$1.8 million durmg fiscal years 2006, 2003, and 2004.

' i

Earnings per Share. We computed earnings per shdre as follows:

{in thousands except per share data)

for the fiscal years ended September 30, L2006 2005 2004

NELIMCOME . o\ ottt et e et e e et et $1,267,568 $1,057,631 $706,664
Add: interest and discount amortization on zerc coupon convemble .o :

senior notes, net of taxes . ... ... il 3,998 9,116 3,599
Adjusted net income in accordance withEITF04-08 ............. 1,271,566 1,066,747 715,263
Weighted-average shares outstanding~basic .................... 255,234 250,472 249,166

Incremental shares from assumed conversions: - o
Common stock options and nonvested stock awards and stock

unitawards ... oo e 3,283 3,935 2,986
Zero coupon convertible seniornotes . ......... ... ... ' 3,228 . 8,154 3,154
Weighted-Average Shares Outstandihg-'Diluted .............. 261,745 262,561 260,306
Basic Earnings per Share ‘ ’ - ' a B
Income before cumulative effect of an accounting change ..... $ - 497 § 422 $ 282
Cumulative effect of an accounting change . .............. e L i— — 0.02
Net ..ol oo 8 497 8 422 § 284
Diluted Earnings per Share. ' ' . . i _ . '
Income before cumulative effect of an accounting change ..... § 486 % 406 $§ 273
Cumulative effect of an accounting change .. ............... ; — — 0.02

Net ... .. e Ceeate. 8 48 $ 406 $ 275

We restated diluted earnings per common share and diluted average shares outstanding for fiscal year
2004 to reflect the adoption of the Emerging Issues Task Force (“EITF") Abstract Issue No. 04-8, “The
Effect of Contingently Convertible Debt on Diluted Earnings per Share” (“EITF 04-08"). .

’ ’ - i
~ For fiscal year 2006, 56.9 thousand nonvested shares related to stock and stock unit awards granted
were excluded from the computation of diluted eamings per share because their effect would have been
antidilutive. There were no potentially antidilutive nonvested stock and stock unit awards and options to
purchase shares for fiscal years 2005 and 2004,

Note 2'— New Accountlng Standards

In September 2006, . the -FASB lssued Statement of Financial Accounting Standards No. 158,
“Employers’ Accounting for Defined Benefit Pension and Other Postretirement Plans, an amendment of
FASB Statements No. 87, 88, 106 and 132-R” (“SFAS 158”). SFAS 158 requires employers to recognize
the funded status of defined benefit pension and other postretirement benefit plans as an asset or liability.
SFAS 158 is effective as of the end of fiscal years ending after December 15, .2006. The adoption of
SFAS 158 is not expected to materially impact our Consolidated Financial Statements. ‘
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- In September 2006, the FASB issued Statement of Financial Accounting Standards No. 157, “Fair
Value Measurements” (“SFAS 157”), which defines fair value, establishes a framework for measuring fair

value in generally accepted accounting principles, and expands disclosures about fair value measurements.

SFAS No. 157 does not require new fair value measurements, but provides guidance on how to measure fair

value by establishing a fair value hierarchy used to classify the source of the information. SFAS 157 is
effective for fiscal years beginning after November. 15, 2007. We have not determined the lmpact that
SFAS 157 will have on our Consolidated Financial Statements.

In September 2006, the SEC issued Staff Accounting Bulletin No. 108, “Considering the Effects of,
Prior Year Misstatements when Quantifying Misstatements in Current Year Financial Statements”
(“SAB 108”). SAB 108 requires analysis of misstatements using both an income statement (rollover)
approach and a balance sheet (iron curtain) approach in assessing materiality and provides for a one-time
cumulative effect transition adjustment. SAB 108 is effective for fiscal years ending after November 15,
2006. We have ' not determined the impact that SAB 108 will have on our-Consolidated Financial
Statements. -

' B .

In July 2006, the FASB issued FASB Interpretation No. 48, “Accounting for Uncertainty in Income
Tax~an interpretation of FASB Statement 109” (“FIN 48”), which clarifies the accounting for tax positions
taken or expected to be taken in a tax return. FIN 48 provides guidance on the measurement, recognition,
classification and disclosure of tax positions, along with accounting for related interest and penalties.
FIN 48 is effective for fiscal years beginning after December 15, 2006, with the comulative effect of the
change in accounting principle recorded as an adjustment to retained earnings, We have not determined the
impact that FIN 48 will have on our Consolidated Financial Statements.

In March 2006, the FASB issued Statement of Financial Accounting Standards No. 156, “Accounting
for Servicing of Financial Assets-an amendment of FASB Statement No. 140" (“SFAS 1567), which
provides some relief to servicers that use derivatives to economically hedge fluctuations in the fair value of
their servicing rights and changes how gains and losses are computed in certain transfers or securitizations.
SFAS 156 revises the accounting for servicing assets and obligations associated with financial assets-that
are acquired or disposed of. SFAS 156 is effective for fiscal year$ beginning after September 15, 2006. We
will adopt SFAS 156 for the fiscal year ending September 30, 2007 (“fiscal yedr<2007”) in the quarter
ending December 31, 2006. The adoption of SFAS 156 is not expected to have a material impact on our
Consolidated Financial Statements.

In February 2006, the FASB issued -Statement of Financial "Accounting Standards No. 155,
“Accounting for Certain Hybrid Financial Instruments~an amendmeént of FASB Statements No. 133 and
140" (“SFAS 1557), which resolves issues addressed in Statement 133 Implementation Issue No. DI,
“Application of Statement 133 to Beneficial Interests in Securitized Financial Assets.” SFAS 155 permits
fair value remeasurement for-any hybrid financial instrument that contains an embedded derivative that
otherwise would require bifurcation, ‘clarifies-which interest-only strips and principal-only strips are not
subject’ to the requirements of Statement 133,-and establishes a“requirement to evaluate interests in
securitized financial assets to identify interests that are freestanding derivatives or that are hybrid financial
instruments that contain an embedded derivative requiring bifurcation. SFAS 155 is effective for all
financial instruments acquired or issued after the beginning of an entity’s first fiscal year that begins after
September 15, 2006. We will adopt SFAS 155 for fiscal year 2007 in the quarter ending December 31,
2006. The adoption of SFAS 155 is not expected to have a material impact on our Consolidated Financial
Slatements -

In June 2005, the FASB ratified the consensus reached in EITF Abstract Issue No 04-5, Deterrmmng
Whether a General Partner, or the General Partners as a Group, controls a Limited Partnership or similar
Entity When the Limited Partners Have Certain Rights.” Under the consensus reached, a general partner of
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a limited partnership is presumed to control the limited partnership, unless the limited partners have

substantive termination rights or participating rights. This guidance is effective for all general partners of all

newly formed: limited - partnerships and for existing limited partnerships for which the ‘partnership

agreements are modified after June 29, 2005. For general partners-in all other limited partnerships, this

consensus is effective for fiscal years beginning after December 15, 2005. The adoption of this guidance in

fiscal year 2006 did not have a material impact on our Consolidated Financial Statements. . .
. 1 [

In May 2005, the FASB issued Statement of Financial Accounting Standards No. 154, “Accounting
Changes and Error Corréctions—a replacement of APB Opinion No. 20 and FASB Statement No. 3” (“SFAS
154”), which changes the requirement for the accounting and reporting of a change in accounting principle.
SFAS. 154 eliminates the requirement in Accounting Principles Board Opinion No. 20, “Accounting
" Changes,” 10 include the cumulative effect of changes in accounting principle in the income statement in the
period,of change. Instead, -to enhance the comparability of prior period financial statements, SFAS 154
requires that changes in accounting principles are retrospectively applied, unless directed otherwise by a
new pronouncement. SFAS 154 is effective for accounting changes and corrections of errors made in fiscal
years beginning after.December 15, 2005. We will adopt SFAS 154 for fiscal year 2007 in the quarter
ending December 31,.2006. The adoption of SFAS 154 is not expected to have a material impact on our
Consolidated Financial Statements.

In December 2004, the FASB issued Statement of Financial Accounting Standards No. 123 (revised
2004}, “Share-Based Payment” (“SFAS 123R"). SFAS 123R addresses the accounting for share-based
payment transactions in which an -enterprise receives employee services in exchange for.equity instruments
of the enterprise.- It also addresses transactions in which an entity incurs liabilities in exchange for goods
and services that are based on the fair value of the enterprise’s equity instruments or that may be settled by
the issuance of such equity instruments. The revised statement generally requires that an entity account for
those transactions using the fair-value-based method, and eliminates the intrinsic value method of
accounting in Accounting Principles Board Opinion No. 25, “Accounting for Stock Issued to Employees™.

SFAS 123R requires an entity to recognize the grant-dale fair-value of stock options and other equity-based
compensatlon issued to employees in thé incomé statement. The revised statement also applies to the
pomon of outstanding awards for which the requisite service has not yet been rendered based on the grant-
date value of these awards. SFAS 123R also requires entities to disclose information about the nature of the
share-based payment transactions, the method used to estimate fair value of goods and services received or
the value of the equity instruments granted, and the effects of those transactions on the financial statements.
On April 14, 2005, the SEC announced that SFAS 123R is to be effective for fiscal years beginning after
June_ 15, 2005 for entities other than small business issuers, and applies to all awards granted after the
reqmred effective date and to awards modified, repurchased, or cancelled after that date. Retrospecuve
application is permitted under SFAS 123R. In March 2005, the SEC issued Staff Accounting Bulletin
No. 107 (“SAB 107") that interprets the interaction of SFAS 123R and certain SEC rules that must be
applied on the adoption of SFAS 123R. Effective October 1, 2005, we adopted SFAS 123R and SAB 107
using the modified prospective transition method. Our adoption of SFAS 123R and SAB 107 did not
materially impact our Consolidated Financial Statements (see Note 15).

In December 2004, the FASB issued Staff Position No. 109-2, “Accounting and Disclosure Guidance
for the Foreign Earnings Repatriation Provision within the American Jobs Creation Act of 20047
(“FSP FAS 109-2"), The American Jobs Creation Act of 2004 (the *“Jobs Act”) was signed into law on
October 22, 2004. Under a provision of the Jobs Act, we elected on January 26, 2006 to repatriate certain
~ earnings of our foreign-based subsidiaries during fiscal year 2006 at a reduced U.S. federal tax rate.
FSP FAS 109-2 provides guidance on when an enterprise should recognize in its financial statements the
effects of the one-time tax benefit of repatriation of foreign earnings under the Jobs Act, and specifies
interim disclosure requirements. Under our domestic reinvestment plan approved by our Chief Executive
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Officer and our Board of Directors, we repatriated approximately $2.1 billion of earnings from our foreign
subsidiaries at September 30, 2006. The_ proceeds -will be reinvested in our U.S. operations prior to
October 1, 2010 consistent with the domestic reinvestment plan and the intent of the Jobs Act. As a result of

lhe repatriation, we récordéd an mcomc tax. charge of $105.5 million durmg;ﬁscal year.2006. -
Mt\ﬂ"w%w; o0 bt 1 .
Note 3 - Acqulsltlons

On October ‘1, 2003, we acquired the remaining 87.3% interest in Darby that we did not own for an
additional cash investment of approximately $75.9 million. The acquisition cost was allocated to tangible
net assets acquired ($31.3 million), definite-lived management contracts ($3.4 million) and goodwill
($41.2 million). The definite-lived intangible assets relate to management contracts and are being amortized
over the remaining contractual life of the sponsored investment products; ranging from one to eight years,
as-of the date of purchase. At September 30, 2003, Darby had approximately $0.9 billion in assets under

management relating to private equity, mezzanine and emergmg markets ﬁxed -income products.
t ey

J-‘m. i -

mﬁ'ﬂm\we’?hla\.'“‘Ji‘nm,pn:st:mc:cllprﬁ*forma"combmedl sultsfofi?operatlons for{}heseﬁgcqunsﬁmns ‘because:the

results of operations- as reported. in the accompanymg Consolldated Statcments?odencome ‘would‘not have

-been materially different. - : o C o

Note 4- Cash and Cash Equwalents

We disclose cash and cash equivalents as separate components of current assets and in bankmg/ﬂnance
assets in our Consolidated Balance Sheets. Cash and cash equivalents consnsted of the following:

(mrhou;ands) . : . L . . N . . . Co \

as of the fiscal years ended S'e'pt‘eniber 0, ’ ’ : ' 2006 2005 °
Cash and due from banks . .. Cee P P [ e $ 418,142 $ 373,699
Federal funds sold and securities purchased under agreements to resell ........ 187,071 21,065
Securities of U.S. federal agencies, money market mutual funds, U.S. T-bills, | , .

time deposits and other .......... ': ......... B R R PR . 3,007,922 2,757,395

Totat ................... P e $3,613,135 $3,152,159

Federal Reserve Board regulations require reserve balances on depbsns ‘to be maintained with the
Federal Resérve Banks by bankmg subsidiaries. The required reserve - balance was $4.0 malhon at
September 30, 2006 and $1.9 million at September 30, 2005.
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Note 5 Investments

: Investmems consnsted of the followmg

{in thousa_nds)

as of the fiscal year ended September 30, 2006

Current

Investment securities, ttading ................ . L

Investment securities, available-for-sale
_ Sponsored investment products 1. .............
Securities of U.S. states and political subdivisions
Securities of U.S. Treasury and federal agencies . .
Equitiesandother..........................

Total investment securities, available-for-sale . . . .
Total Current ........................

Banking/Finance

Investment securities, available-for-sale
" Mortgage-backed securities ... ...
Securities of U.S. states and political subdmswns
Securities of U.S. Treasury and federal agencies . .
Corporate debt securities and equities ..........

Total BankmgIFmance e e e

Non-Current

Investmems other
Mortgagc—backed securities . . ... ... e
Securities of U.S. states and political subdivisions
Securities of U.S. Treasury and federal agencies . .

Investment in equity-method investees ......... _

Equities and other........... e .

Total Non-Current...........:... ...

95

$(3,928)

Amortized Gross Unrealized:
Cost Gains Losses Fair Value
''$333,490 '$ 48,707 'S (144) $382,053
399572 80,194 1 (1,307) 478,459
11,703 6. (68) 11,641
60,024 46 (8) 60,062
1,081 978 10) 2,049
472380 81224 (1,393) 552,211
$805,870 $129,931 $(1,537) $934,264
148267 - © 99  (930) 147,436
4,605 40 (21) 4624
8,556 228 — 8.784
10,986 _ (198) 10,788
$172 414 .$ 367 $(1,149) .$171,632
$ 3260 $ — 'S (104)°$ 3,156
119,177 - 65 (1,372) 117,870
4,542 853 — 5,395
27,591 — . — 227,591
102,578 17415 (2452) 117,541
$457,148 $ 18,333 $471,553




(in thousands)

Amortized Gross Unrealized
as of the fiscal year ended September 30, 2005 Cost - {(ains Losses Fair Value
Current _
Investment securities, trading . ..........0. it $234,019 $20,985 $ (254) $254,750
Investment securities, available- for-sale : . _ .
Sponsored investment products ... ................... 356,617 65499 (3,996) 418,120
Securities of U.S. states and political subdivisions ....... 16,586 11 . (135) 16,462
Securities of U.S. Treasury, federal agencies and other ... 183,006 ~ 866 (28) 183,844
Total investment securities, available-for-sale .. ......... 556,209 66,376 _ (4,159) 618,426
Total Current ........................ ool $790,228  $87.361  $(4,413) $873,176
Bankmg/Fmance _ L '
Inveslment securities, available- for-sa]e \
. Mortgage-backed securities .. .. ......... .00 0., 188,270 711 (947) 188,034
Securities of U.S. states and political subdivisions ....... 5440 . 104 - (54) 5,490
Securities of U.S. Treasury and federal agencies . ........ 35,206 224 — 35,430
Corporate debt securities and equities ................. 11,138 — (212) 10,926
Total Banking/Finance .......... e . $240,054 $ 1,039  $(1,213) $239,880
Non-Current ' '
Investments, other ‘ ‘
Mortgage-backed securities .................. A, $ 38608 — $ (109 $ 3,751
* Securities of U.S. states and political subdmsnons ....... 126,806 - 14 - (1,257) 125,563
Securities of U.S. Treasury, federal agencies and other ... 7,283 1,067 47) 8,303
Investment in equity-method investees . ........... ... 214,076 94 (175) 213,995
Equitiesandother. ......... ... ..ot 79,699 26,963 (5.443) 101,219

Total Non-Current . .................... P $431,724 $28,138 $(7,031) $452,831

Investments, other included investments that we intend to hold for a period in excess of one year.
Investments in equity method investees include investment partnerships where wexhave significant
influence. Equities and other in'vestnif_:ms include debt, including CDOs, and other securities with a
determinable fair value as well as certain equity investments carried at cost.

As of September 30, 2006 and 2005, banking/finance operating segment investment securities with

aggregate carrying values of $33.2 million and $50.7 million were pledged as collateral as required by
federal and state regulators and the Federal Home Loan Bank.
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The following tables shows the gf'oss unrealized losses and estimated fair values of investments with
unrealized losses aggregated by investment calegory and length of time that individual secunues have been

in a continuous unrealized loss position: T T
*+

{in thousands} - Less Than 12 Months = 12 Months or Greater . "Total .
N ' i : ' "Unrealized . Unrealized . . Unrealized
as of the fiscal year ended September 30, 2006 FairValue  Losses  Fair Value, Losses - Fair Value , Losses
Current ~. /¢ e KA S VIR _ ‘ SERIRECE SRS
Investment securities, available- for sale .o LT i
. Sponsored investment products . . . .. S5 4,680 % (353) $32,089 $ (954). % 36,769 $(1,307)
Securities of U.S. states and political . . R ' . .
subdivisions ... ... 5. ..., .. L. 3271 (22) 8115 (46) 11,386 (68)
Securities of U.S. Treasury and . '
federal agencies ............... — — 598 °° (8 598 .- (8)
Equities and other e - 9 . (6) 30 @) 39 - (10
Total Current . ............. $ 7,960 $ (381) $40,832 "$(1,012) § 48,792 $(1,393)
Banking/Finance
Investment securities, available-for-sale ‘ SN .
Mortgage-backed securities . ....... $6671 $ (27) $80,612. § (903) $ 87283 § (930)
‘. Securities of U.S. states and political . .
. subdivisions L= s = 795 . (21 - 795 2n

‘Securities of U.S. Treasury and |
federal agencies . .. .. e, — — — — — e
Corporate debt securities and : :

equities”. . ... e, — o — 9,062 - (198) 9,062: - {(198)

Total Banking/Finance ...... $6671 $§ (27) $9.0,46§ T$(1,122) $ 97,140 $(i,149)
Non-Current _ Cee - .
Investments, other . : . - .

Mortgage-backed securities .. ... ... $ — § —  $3,15., % (10H.% 3,156 § (104
Securities of U.S. states and political " . . D "

subdivisions ....... e 38,003 . (236) 66,449  (1,136) - 104,452 .(1,372)

Securities of U.S. Treasury and ‘ :
“federal agencies .......... e — — — — — —
Investment in equny-method '

] 3 Yo ot

investees.............. S L
Equmes andother -.. ... ... ... oL 42204 (2452 7 S 42,204  (2,452)

Total Non- Current ..... ..., $80207 $(2,688) $69,605 $(1,240) $149.812 $(3,928)
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{in thousands} Less Than 12 Months 12 Months or Greater Total
' ) Unrealized . Unrealized Unrealized
as of the fiscal year ended September 30, 2005 Fair Value Losses Fair Value Losses Fair Value Losses
Current | '
Investiment Securities, available-for-sale . . -
Sponsored investment products .... $ 16,055 $(1,884) $24,097 $(2,112) $ 40,152 $(3,996)
Securities of U.S. states and political L .
subdivisions ................. 15,090 (132) 103 3 15,193 . (135)
Securities of U.S. Treasury, federal : - :
agencies andother ..........:. "~ 6210 (22) 2 (6) 6,212 (28)
Total Current ............. $ 37,355 $(2,038) $24,202 $(2,121) $ 61,557 $(4,159)
Banking/Finance :
Investment Securities, available-for-sale ‘ . :
Mortgage-backed securities ....... 111,685 (853) 4927 ° (94) 116,612 (947
Securities of U.S. states and political . .
subdivisions ................. 1,049 (54) — - 1,049 (54)
Securities of U.S. Treasury and S :
federal agencies .............. — — — — — —
Corporate debt securities and ' .
equities . ...... i 7,574 (171) 1,615 41) 9,189 (212)
Total Banking/Finance . ... .. $120,308 $(1,078) $ 6,542 $ (135) $126,850 $(1,213)
Non-Current
Investments, other ) : <o
Mortgage-backed securities . ... ... $ 252 % (B $3499 % (101 $ 3,751 § (109
Securities of U.S..states and political .
subdivisions ................. 95,511 (967) 24,486 (290) 119,997 (1,257)
Securities of U.S. Treasury, federal
agenciesandother ............ 2,694 4n — — 2,694 4n
Investment in equity-method et
IMVESIEES . .. vt iie i 4,015 (17%) —_— — 4,015 (175)
Equities and other .. ........ S 3,321 (499) 6,449  (4,944) 9,770 (5,443)
Total Non-Current ......... $105,793 $(1,696) $34,434

$(5,335) $140,227 $(7,031)

We evaluate our investments for other-than-temporary decline in value on a periodic basis as described
in Note 1. We presently have the ability to hold our investments in sponsored investment products and
equity securities until we can recover amortized cost recorded on our Consolidated Balance Sheets. We also
have the ability and intent to hold our invéstments in debt securities until we can recover amortized cost
recorded on our Consolidated Balance Sheets. In addition, unrealized losses related to our debt securities are
attributable to changes in interest rates rather than a degradation of credit quality. As a result, we do not
consider that an other-than-temporary decline in value exists in relation to any of our investments in
spensored investment products and equity and debt securities at September 30, 2006.
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At September 30, 2006, maturities of securities of the U.S. Treasury and federal agencies and the
U.S..states and political subdivisions were as follows: , ‘

-

(in thousands) Amortized Cost Fair Value -
Securities of Us. Treasury and federal agencies L . . .
Due in one year or less ..... e e e e $ 60,024 . $ 60,062
Due after one year through fiveyears ........ ... oot ©295 311
Due after five years throughtenyears ......................... - 1,199 1,488
Dueaftertenyears ... ittt s 11,604 - - 12,380,
Total .........i..... e e $ 73,122 - $ 74,241
, ) (in'thousands) . R S ’ . Amortized Cost ~* Fair Value .
Securities of U.S. states and political subdivisions : _ " '
Dueinoneyearorless ................ccoui.... .. $ 1738 § 17,290
. Due after one year through five years ......................... 30,474 . . 29,879
Due after five years through ten years ............... e 18,517 77,946
Dué aftertenyears .........i...c.van... U 9,108 9,020
Total .................... TR ... $135485  $134,135 ’

Note 6 — Consolidated Sponsored Investment Products

.. The following tables present the effect on our consohdated results of operatlons and financial posmon
of consohdatmg sponsored investment products under SFAS 94 and FIN 46- R

cal

{in thausands) Spon;ore(; .
' Before Investment

for the fiscal year ended September 30, 2006 Consolidation  Products  Consolidated

Operating Revenues . S , . ‘
:Investment management fees o e $2,967,908 $ (3,981) $2,963,927

o i "‘Uf’.‘ﬁ%‘ﬁ“ﬁ‘g‘%ﬁ'&!‘dmmbunon TESBIHAR A b 756,657 (65T) 1,756,000

Shareholder serwcmg fees SRR - 259 332 37 259120 Swuecn. uT»u-- PR
Consolidated sponsored mvestment products incoime, met ..... = 7,712 7,712
Other, Net ..ot e et e . 63,792 — T 63,792 '
Total operating revenues . ........... ..o, 5,047,689 3,037 5,050,726 |

Operating Expenses . ... .. ... ... .. ..ttt 3,417,345 -— 3,417,345
Operating INCOMIE . /. vttt et e ie e cniar e e caemaaaas 1,630,344 - 3,037 1,633,381

Other Income (Expenses) _ 8 I ]
Consolidated sponsored investment products gains, net ....... = 33,624 33,624 ;
Investment and other income (expenses), net . . ... P 212,163  (14,381) 197,782
Interest BXPEISE . o vvvt vt iie e e (29,221) — (29,221)
Other INCOME, ML . . ..\ it it et et te e i i e iaenans 182,942 -~ 19,243 202,185
Income before taxesonincome .. .......... ... .c0iiiin.. 1,813,286 . 22,280 1,835,566
Taxes ONINCOME: © oottt ittt e ettt e eetenns . 562,294 5,704 567,998

Net Ineome ..... e e e $1,250,992  $16,576 $1,267,568

0o
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{in thousands)

: - Sponsored
. Before Investment
as of the fiscal year ended September 30, 2006 ’ Consolidation ~ Products Consolidated
Assets o . ‘
Current assets .. ...ovvvvnernr e R - $4,825,138  $144,463 $4,969,601
Banking/finance assets . ...................... i 1,148,893 = — 1,148,893
Non- currgnt ASSELS i _ e e 3415368 . _(34,003) 3,381,365
Total ASSets ... ..., e ee. $9,389,399 $110,460 $9,499,859
Liabilities and Stockholders’ Equity : .
Current liabilities ... .. P e $ 928,623 § 33,573 § 962,196
Banking/finance liabilities ............. ... ... ..ol 908,387 — 908,387
Non-current liabilities. ... ........... e 848,752 — 848,752
Total Liabilities ............................ ceeneieen s 2,085,762 33,573- 2,719,335
Minority interest . ... ... oo ..., P e . 21,963+ 73,833 - 9579
Total Stockholders” equity . ... o o ses i s toid sn s sl 0081074 2003, Q_s_gi__g 684,728

""*f-"'_'I'otal‘Llablhtles and Stockholders’ Equity ............... $9,389,399 $110 460 $9’499 859'“

Sales and redemptions of units in consolidated investment products are a component of the change in
minority interest included in financing activities in our Consolidated Statements of Cash Flows.

" In fiscal year 2004, we recognized a cumulative effect of an accounting change, net of tax of
$4:8 #million, -related to our adoption of FIN 46-R, which included the effect of consolidating certain
sponsored ‘investmert products and a lessor trust used to-finance the construction of our headquarters
Campus in San Mateo, California in our results of operation. In September 2004, we purchased the assets of
this lessortrust sl

P TR
¢ o

Note 7 — Loans and Allowance for Loan Losses
A summary of banking/finance operating segment loans receivable by major category as of
September 30, 2006 and 2005 is shown below. Included in installment loans to individuals are auto and

credit card receivables. Other loans include secured loans made to Fiduciary Trust clients. No loan loss
allowance is recognized on Fiduciary Trust’s rétail- banking loans and advances as described in Note. I

{in thousands) : : e o -

' as of the fiscal years ended September 30, 2006 2005
Real estate'(subject to collateral) . . . .. I 3 272 % 270
Installment loans toindividuals ........................ [REREREYS . 391,462 302,891
Loans Held for Sale,Net ......................... e $391,734 $303,161
Commercial .......ccviivinininnennnnnn e $ 43,705 © § 37,501

. Real estate (subjecttocollateral) .. ........ ... . ... .. ..l 19,912 36,966
Installment loans toindividuals . ........ ... .. . i rrnnen 129,140 175,214

o Other L e 63,293 17,500

- Loans receivable .............. e e e 256,050 267,181

Less: allowance for10anlosses .. .........c.vveeeeeereeannnnnnns. . (2,680) (2,906)

Loans Receivable, Net . ... ... ittt $253,370  $264,275
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Maturities of loans receivable, net at September 30, 2006 were as follows:

: ; : ’ After 1 After
(in thousands) o ) One Year or Less Through 5 Years 5 Years Total
Commercial ............ ... $ 42,414 $ 233 $ 1,058 § 43,705
Real estate (subject to collateral) ................ 37 15,666 4,209 19912
Installment loans to individuals ................. 126,077 2,722 341 129,140
Other ... .. e e e et 37,986 15,396 9,911 63,293
Total ... .. [T e e $206,514 $34,017 $15,519 $256,050

The following table summarizes contractual maturities of loans due after one year by repricing
characteristic at September 30, 2006: ‘ '

. (in thousands) | ! . . Carrying Amount
Loans at predetermined interestrates ............... e $13,965
Loans at floating or adjustablerates ............................ ' 35,571
Total .. .. e - $49,536

Changes 'in the allowance for loan losses were as follows:

{in thousands) _ 7 o ' - o

| ‘
for the fiscal years ended September 30, ' o Coe r 2006 - 2005
Balance, beginning of year ..:.............. e U $2.906  $3,697
Provision for loan losses ............. T S L. 2417 0 1411
Charge-offs ... .. i i i i i e e (5,037) (3,589)
ReCOVerEs . . ... . e P .. 2,447 1,833
Total allowance for loan losses before other adjustments . .................... 2,733 3,352
Loans securitized ..........c.oiiririninnnnnnan., I e e (33) (446)
Balance, End of Year ....... ... .. .0 ittt $2,680 $2,906
Total net loan charge-offs as a percentage of average total loans ................... 0.76% 0.67%
AlloWaﬁcéasaperceritageoftolalloans.............................._. ..... . 0.54% 071%

The following is a summary of delinquency information:

{in thousands)

L
by

as of the fiscal years ended September 30, R . 2006 2005 2004 .

Commercial loans, 90 days ormore delinquent . ............................. $— $— 5 —
Instaliment loans, 90 days or more delinquent . . .. ....... ... ... ............. 615 22 3,100
Non-acerual I0anS . . .. .. e e e e 222 291 435
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Note 8 — Securitization of Loans Receivable o R

From time to time, we enter into auto loan securitization transactions with qualified special purpose
entities.and record .these transactions as ‘sales. Thé following table shows details of auto loan securitization
transactions. 1 N

-

{in thousands) : R . B . : W

¥ L

for the fiscal years ended September 30 ) 2006 2005 2604'

Nét sale proceeds ... ...omusovvnnnn. ., e e . $348332 $231,570° $471,773
Less: net carrying amount of loans held forsale .................... 348,169 230,581 465,431
Pre-Tax Gain -. .o - . c 0. o i o 8T 163§ 98908 6,342

When we sell auto loans in a securitization transaction, we record an interest-only strip:receivable. The
interest-only strip receivable represents our contractual right to receive interest from the pool of'securitized
loans after the payment of required amounts to holders of the securities and certain other costs associated
with the securitization. Auto loans sold in a securitization transaction during fiscal year 2006 included loans
held by a spec1al purpose statutory Delaware trust (the “Trust™) that was organized in fiscal year 2005
to hold our loans held for sale and issue notes under a variable funding note warehouse credit facility.
Directly and through the Trust, which is consolidated in our results of operations, we also enter into interest-
rate swap agreements, accounted for as freestanding derivatives, intended to mitigate the interest risk
between the fixed interest rate on the pool of automobile loans and the floating interest rate being paid under
the variable: funding note warehouse credit facility. The interest-rate swap had. a notional value of
$248.8 million and we reported its fair value of $0.8 million as a liability on the Consolidated Balance Sheet
at September 30, 2006. In October 2006, we entered into an auto loan securitization transactlon for the sale
of loans held for sale with a carrying value of approximately $361 7 million, The income before tax effect
of this sale was approximately $2.4 million.

We generally estimate fair value based on the present value of future expected cash flows The key
assumptions used in the present value calculations of our securitization- transacnons “at‘the date’ of

securltlzatlon wete as follows: . . o L
for the fiscal years ended September 30, - ! s . 2006 2005 T 2004 i
Excess cash flow discount rate {annual rate) .. ..... e 120% 12.0% " C12.0%
Cumulative lifelossrate .................. ST P 32% 32%-3. 7% 32% - 3.4%
Pre-payment speed assumption (average monthly rate) ....... LD 1.6% 1.5% " 1.6% - 1.8%

We determined these assumptions using data from comparable transactions, historical information and
management’s estimate. [nterest-only strips receivable are generally restricted assets and subject to llmlted
recourse prov1510ns .

" . . . . ' 3 . -
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We generally estimate the fair value of the interest-only strips at each period-end based on the present
value of future expected cash flows, consistent with the methodology used at the date of securitization. The
following shows the carrying value and the sensitivity of the interest-only strips receivable to hypothetical
adverse changes in the key economic assumptions used to measure fair value:

{dollar amounts in thousands)

for the fiscal years ended September 30, ' . - 2006 2005

Carrying amount/fair value of interest-only strips receivable . ... .. .. P ... $10,559  $19,126
Excess cash flow discount rate (annual rate) . . . .. [ 12% 12.0%
Impact on fair value of 10% adverse change .................. e e §(148) § (209)
Impact on fair value of 20% adverse change .............. [P L. (293) (413)
Cumulative lifelossrate ....... ... . . .. 0 i PR o 33%m 0 35%
Impact on fair value of 10% adversechange ................c.civeuvvnn.. $(2,093)  $(1,804)
Impact on fair value of 20% adversechange .............. ... ... ... .... (4,185) (3,607)
Pre-payment speed assumption (average monthly rate) ...... ... ... ... ....... - 16% 1.9%
_Impact on fair value of 10% ad\}g:rse change ............. e S .. 8(1,483)  $(2,000)
Impact on fair value of 20% adverse change .......... e (3,082) (3,823)

Actual future market conditions may differ matenally Accordmgly, this sensitivity analysis should not
be con31dered our pro;ectlon of future events or Iosses

|
I

We retain servicing responsibilities for auto loan securitizations and receive annual servicing fees
ranging from 1% to 2% of the loans securitized for services that we provide to the securitization trusts. We
do not recognize a servicing asset or liability under the provisions of FASB Statement of Financial
Accounting Standards No. 140, “Accounting for Transfers and Servicing of Financial Assets and
Extinguishments of Liabilities”, and because the benefits of servicing are just adequate to compensate us for
our servicing responsibilities. a '

The following table is a summary of cash flows received from and paid to securitization trusts. '
! ' : ' N [ - . .o e

(in thousands)

for the fiscal years ended September 30, - ‘ . : : 2006 2005 2004-

Servicing fees received ........ TR e . . $11,794 $13,155 $13,435
Interest-only strips cash flows received .......... P PR 19,486 21,669 24,703
Purchase of loans from trusts ............... U e (23,719) (12,333) (11,889)

Amounts payable to the trustee related to loan principal and interest collected on behalf of the trusts of
$40.2 million at September 30, 2006 and $44.7 million at September 30, 2005 are included in other
banking/finance liabilities.

The following table shows details of the loans we manage that are held by. sécuritization trusts.

{ in_ thousands)

as of the fiscal years ended September 30, 2006 2005

Principal amount of loans .. ... ... ... $514,837 $577,696

Principal amount of loans 30 daysormore pastdue .................... ... .. 11,438 12,909

Net charge-offs on the securitized loan portfolio were $10.3 million in fiscal year 2006, $13.1 million
in fiscal year 2005 and $15.1 million in fiscal year 2004.
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Note 9 — Property and Equipment, Net
The following is a summary of property and equipment:

{in thousands} . .. [

as of the fiscal years ended September 30, Useful Lives in Years 2006 - 2005
Furniture, software and equipment . ...................... 3-10 $610,083 $612,100
Premises and leasehold improvements . ........... I 5-35 429,804 393,263
Land .......... ... ... e — 72,834 71,500
| L - 1,112,721 1,076,863
Less: Accumulated depreciation and amortization . ..... ... .- . ) (606,430) ~ (587,497)

Property and Equipment, Net . ... ... e ‘ $506,291  $489,366

Note 10 - Goodwill and Other Intangible Assets

Goodwﬂl and indefinite-lived intangible assets, including those acqu:red before initial application of

'FASB Statement of Financial Accounting Standards No. 141, “Busmess Combmatlons , and SFAS 142 are

not amortized but are tested for impairment at least annually.

All of our g;;)odwill and infangible asseéts, including those arising from the purchase of Fiduciary Trust
in April 2001, relate to our invesiment management and other services operating segment. Non-amortized
intangible assets represent the value of management contracts related to certain of our sponsored investment
products that are indefinite-lived. - .. Lo .

At March 31, 2006, we compleied our most recent annual impairment testing of goodwill and
indefinite-lived intangible assets under the guidance set out in SFAS 142 and we determined that there was
no impairment to these assets as of October 1, 2005. )

During the quarter ended March 31, 2006, Fiduciary Trust implemented a plan of reorganization
designed to emphasize its distinct high net-worth brand and to pursue further integration opportunities
within Franklin Templeton Investments for its institutional business line. These changes to Fiduciary Trust’s
business required us to review the carrying value of acquired customer base intangible assets of Fiduciary
Trust. As a result of these changes, we recorded a $68.4 million non-cash impairment charge to the
customer base definite-lived intangible assets of Fiduciary Trust in the quarter ended March 31, 2006. The
net carrying value of Fiduciary Trust’s definite-lived intangible assets remaining at March 31, 2006, aftcr
the recognition of the impairment, was $82.9 million.

‘ Intangible assets, oth‘er“than go_pdwill, were as follows:

(in thousands) '
Gross Carrying  Accumulated  Net Carrying

as of the fiscal year ended September 30, 2006 , . 7 Amount Amortization Amount
Amortized intangible assets
Customer base ... ... .. $165,606 $ (82,616) $ 82,990
Other... ... ... .. 35,018 - (25473 9,545

- 200,624 (108,089) 92,535
Non-amortized intangible assets
Management CONLIACES .. .. ..ottt eneninerenenannenen 482,008 — 482,008

Totat............. e e e $682,722 $(108,089)  $574,633




(in thousands) ) . .
Gross Carrying  Accumulated Net Carrying

_as of the fiscal year ended September 30, 2005 Amount Amortization Amount
Amortized intangible assets
CUSIOMEL DASE ..ttt eeens $233,737 $(70,481) $163,256
Other ... . e 34,933 (23,624) 11,309

268,670 (94,105) - 174,565

Non-amortized intangible assets . .. . )
Management contracts . ..........coiivuiiiennanen.. 482,028. — 482,028
Total . e $750,698 $(94,105), $656,593

Certain of our intangible assets are denominated. in currencies other than the U.S. dollar; therefore,
their gross and net carrying amounts are subject to foreign currency movements.

The change in the carrying amount of goodwill was as follows:

{in thousands)

Balance at October 1, 2005 ... ... ..ttt e e $1,390,851
-Adjustment to goodwill related to the acqulsltlon of Fldumary Trust ......... T 13,824
Foreign currency movements . ........... et iiinni oo, v 2,150
Balance at September 30,2006 . . . ... e $1,406,825

We determined t'hat the deferred tax liabilities related o the acquisition of Fiduciary Trust had not been
properly reflected. As a result, we recorded an inconsequential adjustment to the carrying value of goodwill
and deferred tax liabilities totaling $13.8 million at March 31, 2006. . .

Estimated amortization expense related to definite-lived intangible assets for each of the next 5 fiscal
years is as follows:

(in thousands)

- for the fiscal years ending September 30, S : T Amount’
200 L e e e e e e $10,666
2008 .. e e e 10,594

2000 e e e e e e 10,595
2000 .. e e e e e e 10,595
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Note 11 — Deposits

.: Deposits were as follows:

{in thousands)

as of the fisenl years ended September 30, . 2006 2005
Domestic

Interest-bearing .. ... ..o oeiiii e $368,492  $437,554
Noninterest-bearing: .. .........oiiiin i, 180,415. 81,586
Total domestic deposits .. ........coviiriirerneinenene. 548,907 519,140
Foreign

Interest-bearing .. ..... e e e — -
Noninterest-bearing .......... e A e — T — :
Total foreign deposits .. ..... EREEEERRERETS s - —
Total ... e © $548,907  $519,140

Maturities of time certificates in amounts of $100,000 or more were:

{in thousands)

as of the fiscal year ended September 30, 2006 - : Total -

3monthsorless . ........ovoi i - $2,370

Over 3 months:through 6 months ........ .. e e e e SN 2,065 -
"+ QOver'6 months through 12 months . ... ... Y R, e 1,224

Over 12months .............. IR e PO . 207

Total ........... . e, o $5,866

Note 12 - Debt

Qutstanding debt consisted of the following:

(dollars in thousands)

o 2006 Weighted 2005 Weighted
as of the fiscal years ended September 30, 2006 Average Rate 2005 Average Rate
Current -

Federal funds purchased ...................... 3 — 400% § —_ 2.45%
Federal Home Loan Bank advances ............. _— — — 4.05%
Variable Funding Notes . ..................... 232,330 6.16% 239,222 3.73%
Commercial paper. .. ... onn 168,063 5.37% 169,389 3.58%
400,393 . 408,611
Non-Current
Convertible Notes (including accrued interest) .... $ — 1.88% 540,107 1.88%
Medium Term Notes .. .. ... ... oo, 420,000 3.70% 420,000 3.70%
Other ..ot e e 207,919 248,283
627,919 1,208,390
TotalDebt ............. ..., $1,028,312 $1,617,001
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At September 30, 2006, maturities of long-term debt were as follows:

Carrying Amount |

, (in thousands) . . . . )

2007 .o e B *$ 42,099
2008 .. e e T . 42 961
2000 . . e e e e 463,841

2000 e e SO L3879

2000, A e P PR L 26,752
Thereafter ...................... e e e " 13,470

Total Long-TermDebt ................................ S $627,919

-Federal funds purchased and Federal Home Loan Bank advances when outstanding, are mcluded in
other llabllmes of the bankmglﬁnance operating segment

The banking/finance operating segment finances its automotive lending business primarily through a
one-year revolving $250.0 million variable funding note warehouse credit facility, originally entered into in
March 2005, and subsequently extended for an additional one‘year term in March 2006. The Variable
Funding Notes issued under this facility are payable to certain administered conduits and are secured by
cash and a pool of automobile loans that meet or are expected to meet certain eligibility requirements!
Credit enhancements for the Variable Funding Notes require us to provide, as collateral, loans held for sale
with a fair value in excess of the principal'amount of the Variable Funding Notes, as well as to hold in trust
additional cash balances to cover certain shortfalls. In addition, we provide a payment provider commrtment
in an amount not to exceed 4.66% of the pool balance. We also enter into interest-rate swap agreements
accounted for as freestanding’ derivatives, intended to' mitigate the interest-rate risk between the fixed
interest rate on the pool of automobile loans and the floating interest rate being paid on the Variable
Funding Notes..

¥

On December 31, 2003, we recognized as a liability a $164.9 million five-year note facility that was
used to finance the construction of our corporate headquarters campus under the gurdance of FIN 46-R. In
September 2004, we purchased the headquarter campus from the lessor trust that held these assets, and we
issued $170.0 miltion of commercral paper to finance the fransaction. ,

In May 2001, we received approximately $490.0 million in net proceeds from the sale of $877.0
million principal amount at maturity of Liquid Yield Option Notes due 2031 (Zero Coupon-Senior) (the
“Convertible Notes™). The issue price of the Convertible Notes, which were offered to qualified institutional
buyers only, represented a yield to maturity of 1.875% per annum excluding any contingent interest. Each
of the $1,000 (principal amount at maturity) Convertible Notes was convertible prior to maturity into 9.3604
shares of our common stock (subject to adjustment) following the occurrence of certain specified triggering
events. In particular, the Convertible Notes were convertible if, during any calendar quarter, the closing sale
price of our common stock for at least 20 trading days in a peried of 30 consecutive trading days ending on
the last trading day of the preceding calendar quarter was more than a specified percentage (initially 120%
as of the third quarter of fiscal year 2001 and declining 0.084% each quarter thereafter) of the accreted
conversion price per share of our common stock on the last trading day of the preceding calendar quarter.
Based on this formula, holders were able to convert their Convertible Notes during each of the first three
quarters of fiscal year 2006 because the closing sale price of our common stock during each of the
preceding quarters, for at least 20 trading days in the period of 30 consecutive trading days ending on the
last trading day of the applicable quarter, was more than the applicable conversion trigger price (calculated
quarterly based on a percentage of the accreted conversion price per share of our common stock on the last
trading day of the quarter). As a result, $870.5 million in aggregate-principal amount of Convertible Notes
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were converted into an aggregate amount of 8.1 million shares of our common stock in fiscal year 2006. On
June 5, 2006, we redeemed the remaining $0.6 million principal amount at maturity of the Convertible
Notes for cash in the aggregate amount of $0.4 million, From inception through June 5, 2006, holders put to
us and we repurchased for cash a total of $6.5 million principal amount at maturity of Convertible Notes,
for their accreted value of $3.9 million.

In April 2003, we completed the sale of five-year senior notes due April 15, 2008 totaling $420.0
million (“Medium Term Notes™). The Medium Term Notes, which were offered to qualified institutional
buyers only, carry an interest rate of 3.7% and are not redeemable prior to matunty by either the note
holders or us. Interest payments are due semi-annually. ‘

Other long-term debt primarily relates to deferred commission liabilities recognized in relation to U.S.
deferred commission assets originally financed through a sale to Lighting Finance Company Limited
¢ ‘LFL’ "), a company in which we hold a 49% ownership interest. Historically, Class B and certain of our
Class C deferred commission assets (‘DCA”) arising from our U.S., Canadian and European operations
have been financed through sales to or other arrangements with LFL. In December 2005, LFL transferred
substantially all of its DCA to Lightning Asset Finance Limited (“LAFL"), an Irish spec1al purpose vehicle
formed in December 2005, in which we also hold a 49% ownership interest. LAFL was formed for the sole
purpose of acquiring and holding substantially all of the DCA owned by LFL as of December 29, 2005, The
hoider of the 51% ownership interests in both LFL and LAFL is a sub51d1ary of an international banking
1nsututlon Wthh is not affiliated with the Company Due to our significant interest in both LFL and LAFL,
we continue to carry on our balance sheet the deferred commission liabilities related to the DCA ongmally
sold to LFL by Franklin/T empleton Distributors, Inc. (“FTDI™) until these assets are amortized or sold by
LAFL. Neither we nor our distribution subsidiaries retain any direct ownership interest in the DCA sold,
and, therefore, the sold DCA are not available to satisfy claims of our creditors or those of our distribution
subsidiaries.

At September 30, 2006, we had $420.0 million available under a Five Year Facility Credit Agreement
with certain banks and financial institutions expiring in the fiscal year ending September 30, 2010, $300.0
million of debt and equity securities available to be issued under a shelf registration statement filed with the
SEC, and $330.0 million of commercial paper avan]able for issuance under a $500 million private
placement In addition, at September 30, 2006, our bankmg/ﬁnance operating segment had $420.0 million
in available uncommitted short-term bank lines under the Federal Reserve Funds system, the Federal
Reserve Bank discount window, and Federal Home Loan Bank short-term borrowing capacity.

Note 13 — Taxes on Income
Taxes on income were as follows

{in thausands)

for the fiscal years ended Septemher 30, ' : 2006 2005 2004
Cug‘rent expense _ . . '
Federal ............... ... .. ...ols. P $400,750 $239,414" $208,189
State ................ . L e 53,116 24,628 35,247
Foreign .................. e 120,796 67,901 54,894
Deferred expense ............... T (6,664) 31,281 (6,349)
Total Provision for Income Taxes . T [ $567,998 $363,224 $291,981

Included in income before taxes was $995.0 million, $579.6 million and $477.4 million of pre-tax
foreign income for fiscal years 2006, 2005, and 2004. The fiscal year 2006 provision for U.S. income taxes
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includes benefits of $4.0 million related to the utilization of net operating loss carry-forwards. In fiscal year
2006, our income taxes payable for federal, state and foreign purposes have been reduced.by $51.6 million,
which represent the tax benefit associated with our stock plans. The benefit was recorded as an increase in
capital in excess of par value. Income taxes paid were $450.1 million in fiscal year 2006, $371.7 million in

fiscal year 2005, and $238.7 million in fiscal year 2004.

+ The major components of the net deferred tax liability were as follows:

(m rhousands) ' .
as of the fiscal years ended September 30, . TUT206 ¢ 2005
" Deferred Tax Assets ' ' o h e
Statetaxes ........... e . e e oo 8 11,290 $ 9,456
Allowance for probable loanlosses ........ ... .. ... il e 1,105 2,114
Deferred compensation and employee benefits ... .. P 24,824 °° 22313
Stock-based compensatlon ..................... I P 31,528 37,159
Severance and retention COMpPensation . ................cieiian.... e 319 1,141
+ Net operating loss and foreign tax credit carry-forwards .. .................... 39,035 50,412
- Provision for governmental investigations, proceedings and actions, net ....... - 2,238 14,103
L1 13T 13,367 11,562
Total deferred tax assets .......... el e D Ceenedeeel 1237060 148,260
Valuauon allowance for net operating losses and forengn tax credits ‘ ] ' ’
carry-forwards ...l ............ ... S ceeee A o F .. (25,088)  (39,490)
Deferred tax assets, net of valuation allowance .. ...........eerereeeenennnn. 98,618 108,770
Deferred Tax Liabilities
Depreciation on fiXed assets ... ....ovvvtivnnrerirnnr . il 17,409 18,951
Goodwill and other purchased intangibles ............ ... ... ... ..o 159,664 . 165,550
Deferred commissions ................ Y 19,738 20,981
Interest expernise on Convertlble Notes S T AU T4 41,070
IOVESTMIENTS « o oo ol e e e e e e eenns PO RO SR S 4,803 1340
Other ©......0...0.......... e N 4593 5,136
Total deferred tax liabilities . .......... S 206211 ' 253,028

Net Deferred Tax Liability e e e $(10‘7,593) $(144 258)
At September 30, 2006, there  were’ approxlmately $65 2 million of forengn net operatmg loss carry-
forwards, approximately $12.0 million of which expire between 2007 and 2016 with. the remaining carry-
forwards having -an indefinite life. In addition, there were approximately $497.5 million in state net
operating loss carry-forwards that expire between 2007 and 2026. At September 30, 2006, there were also
approximately $0.6 million in federal foreign tax credit carry-forwards that will expire in 2014. A partial
valuation allowance has been provided to-offset the related deferred tax assets due to the uncertainty of
realizing the-benefit ‘of the loss and credit carry-forwards. The valuation allowance decreased by $14.4
rmlllon and $40.6 n‘nlhon in fiscal years 2006 and 2005. ‘

1

We have made no prov1snon for U S. taxes on $1,601.8 million of cumulallve undlstnbuted eammgs of
~ foreign subsidiaries as those earnings are intended to be reinvested for an indefinite period of time.
Determination of the potential amount of unrecognized deferred U.S. income tax liability related to such
reinvested income is not practicable because of the numerous assumptions associated with this hypothetical
calculation; however, foreign tax credits. would be available to-reduce some .portion of this amount. At
September 30,-2006, and based on tax laws. in, effect as of this date, it-is our intention to continue -to
indefinitely reinvest the undistributed earnings of foreign subsidiaries.
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The following reconciles the amount of tax expense at the federal statutory rate and taxes on income as
reflected in operanons ' :

(dollar amounts in thousands)

for the fiscal years ended September 30, 2006 2005 2004
Federal statutoryrate .................. e 35.00% 35.00%. 35.00%
Federal taxes at SIAULOTY TAIE . ...\ v vt ettt ieiiiiiirereeennnn. $642,448  $497,299 $347,839
State taxes, net of federal tax effect ............................ 16,283 16,024 18,675
Effect of foreign operatmns .................................. (180,022) (142,652) (96,77()
Tax expense on repatriation under the Jobs Act ................... 105,457 — —
Change in valvationallowance ............... ... . ... ... ..... (14,645) (11,993) —
Tax benefit of state petition........ e — (15,899) —_
Effect of provision for governmental investigations, proceedings and ,
ACTIONS, MEL .« .+ v e v e et — — 12,950
Other ........ooiiiiiaenn. PR e (1,523) _ 20,445 . 9,287
Actual Tax Provision ......................... T $567,998  $363,224 _ $291,981
Effective tax rate . ... oottt i ittt e 30.94% 25.56% 29.38%

Under a provision of the Jobs Act, on January 26, 2006, we elected to repatriate during fiscal year 2006
certain earnings of our foreign-based subsidiaries at a reduced U.S. federal tax rate. Pursuant to this
election, we repatriated approximately $2.1 billion of earnings from our foreign subsidiaries and recorded
an income tax charge of $105.5 million during fiscal year 2006.

Note 14 - Commitments and Contingencies - L.

Guarantees

Under FASB Interpretation No. 45, “Guaranior’s'Accounting' and Disclosure Réquigemems ‘for
Guarantees, Including Indirect Guarantees of Indebtedness of Others”, we are required, on a prospective
basis, to recognize in our financial statements a liability for the fair value of any guarantees issued or
modlﬁed after December 31, 2002 as well as make additional disclosures about ex1st1ng guarantees.

In relation to the auto loan securitization transactions that we have entered into with a number of
qualified special purpose entities, we are obligated to cover shortfalls in amounts due to the holders of the
notes up to certain, levels as specified under the related agreements. As of September 30, 2006, the
maximum potential amount of future payments related to these obligations was $32.0 million and the fair
value of obligations arising from auto securitization transactions entered into subsequent to December 31,
2002 reflected on our Consolidated Balance Sheet at September 30, 2006 was not significant.

At September 30, 2006, our banking/finance operating segment had issued financial standby letters of
credit totaling $2.7 million on which beneficiaries would be able to draw upon in the event of
non-performance by our customers, primarily in relation to lease and lien obligations of these banking
customers. These standby letters of credit, issued prior to January 1, 2003, were secured by marketable
securities with a fair value of $2.9 million as of September 30, 2006 and commercial real estate.

Legal Proceedings

As previously reported, the Company and certain of its subsidiaries, and in some instances, certain of
the Franklin Templeton mutual funds (“Funds”™), current and former officers, employees, and Company and/
or Fund directors have been named in multiple lawsuits in different federal courts in Nevada, California,
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Illinois, New York, and Florida, alleging violations of various federal securities-and state laws and seeking,
among . other relief, monetary ‘damages, . restitution, removal of Fund trustees, directors, advisers,
administrators, and distributors, rescission of management contracts and Rule 12b-1 plans, and/or attorneys’
fees and costs. Specifically, the lawsuits claim breach of duty with respect to alleged arrangements to permit
market timing and/or late trading activity, or breach of duty with respect to the valuation of the portfolio
securities of certain Templeton Funds managed by the Company’s subsidiaries; allegedly resulting in
market timing activity. The majority of these lawsuits duplicate, in whole or in part, the allegations asserted
in the February 4, 2004 Massachusetts Administrative Complaint concerning one instance of market timing
(the “Administrative Complaint”) and the SEC’s findings regarding market timing in its August 2, 2004
Order (the “SEC Order”); both of which matters were previously reported. The majority of individual Fund
directors have since been dismissed without prejudice from these lawsuits pursuant to stipulated tolling
agreements The lawsuits are styled as class actions, or denvalwe -actions on behalf of either the named
Funds or the Company : : ! : ' .

To date, more than 400 similar lawsuits against at least 19 different mutual fund companies have been
filed in federal district courts throughout the country. Because these cases involve common questions of
fact, the Judicial Panel on Multidistrict Litigation (the “Judicial Panel”) ordered the creation of a
multidistrict litigation in the United States District Court for the District of Maryland, entitled ““In re Mutual
Funds Investment Litigation” (the “MDL”). The Judicial Panel then transferred similar cases from different
districts to the MDL for coordinated or consolidated pretrial proceedings.

_ " As of December 20, 2006 the following market timing lawsuits are pending against the Cm’hpaﬁy and
certain of its subsidiaries (and in some instances, name certain current and former officers, employees,
Company and/or Fund directors and/or Funds) and have been transferred to the MDL:

Kenerley v. Templeton Funds, Inc., et al., Case No. 03-770 GPM, filed on November 19, 2003 in the United
States District Court for the Southern District of Illinois; ‘Cullen v. Templeton Growth Fund, Inc., et al.,

Case No. 03-859 MIR, filed on December 16, 2003 in the United States District Court for the Southern
District of Illinois and transferred to the United States District Court for the Southern District of Florida on
March 29, 2004; Jaffe v. Franklin AGE High Income Fund, et al., Case No. CV-§-04-0146-PMP-RJJ, filed
on February 6,.2004 in the United States District Court for the District of Nevada Lum v. Franklin
Resources, Inc., et al,, Case No. C 04 0583 JSW, filed on February 11, 2004 in the United States District
Court for the Northern District of California; Fischbein v. Franklin AGE High Income Fund, et al., Case
No. C 04 0584 JSW, filed on February 11, 2004 in the United States District Court for the Northern District
of California; Beer v. Franklin AGE High Income Fund, et al., Case No. 8:04-CV-249-T-26 MAP, filed on
February 11, 2004 in the United States District Court for the Middle District of Florida; Bennett v. Franklin
Resources, Inc., et al., Case No. CV-8-04-0154-HDM-RIJ]J, filed on February 12, 2004 in the United States
District Court for the District of Nevada; Dukes v. Franklin AGE High Income Fund, et al., Case No. C 04
0598 MIJJ, filed on February 12, 2004 in the United States District Court for the Northern District of
California; McAlvey v. Franklin Resources, Inc., et al., Case No. C 04 0628 PJH, filed on February 13,
2004 in the United States District Court for the Northern District of California; Alexander v. Franklin AGE
High Income Fund, et al., Case No. C 04.0639 SC, filed on February 17, 2004 in the United States District
Court for the Northern District of California; Hugh Sharkey IRA/RO v. Franklin Resources, Inc., et al,,
Case.No. 04 CV 1330, filed on February 18, 2004 in the United States District Court for the Southern
District of New- York; D’ Alliessi v. Franklin AGE High-Income Fund, et al., Case No. C 04 0865 SC, filed
on March 3, 2004 in the United States District Court for the Northern District of California; Marcus v.
Franklin Resources, Inc., et al., Case No.-C 04 0901 JL, filed on March 5, 2004 in the United States District
Court,for the Northern District of California; Banner v, Franklin Resources, Inc., et al., Case No. C 04 0902
JL; filed on-March 5, 2004 in the United States District Court for ‘the Northern District of California;
Denenberg v. Franklin Resources, Inc., et al., Case No. C 04 0984 EMC, filed 'on March 10, 2004 in the
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United States District Court for the Northern District of California; Hertz v. Burns, et al,, Case No. 04 CV
02489, filed on March 30, 2004 in the United States District Court for the Southern District of New York.

Plaintiffs in the MDL filed consolidated amended complaints on September 29, 2004. On February 25,
20035, defendants filed motions to dismiss. The Company’s and its subsidiaries’ motions are currently under
submission with the court. : :

« In addition, as previously reported, on April. 12, 2005, the Attorney General of West Virginia filed a
complaint in the Circuit Court of Marshall County, West Virginia (Case No. 05-C-81) against a number of
companies engaged in the mutual fund industry, including the Company and its subsidiary, Franklin
Advisers, Inc., alleging violations of the West Virginia Consumer Credit and Protection Act arising out of
alleged market timing and seeking,-among other things, civil penalties and attorneys’ fees and costs (the
“West Virginia Complaint”). In response to defendants’ motion for transfer, on October 19, 2005, the
Judicial Panel transferred the lawsuit to the MDL described above. On September 21, 2006, the Company
learned that on April 14, 2006, at the request of the Attomey General of West Virginia, the MDL court
dlsmlssed the lawsuit without prejudlce While there is presently no lawsuit pending against the Company
or its subsidiaries by the Attorney General of West Virginia, the Ofﬁce of the State Auditor in West
Vtrgmna informs the Company that it is contemplaung an action agamst the Company based on the same
facts and c1rcumstances alleged in the now-dismissed West Virginia Complamt

As also previously reported, various subsidiaries of the Company, as well as certain Templeton Fund
registrants, have also been named in several class action lawsuits originally filed in state courts in Illinots,
alleging breach of duty with respect to the valuation of the portfoho securities of certain Templeton Funds
managed by siach sub51d1anes and seekmg, among other relief, monetary damages and attomeys fees and
costs, as follows: o

Bradfisch v. Templeton Funds, Inc., et al., Case No. 2003 L 001361, filed on QOctober 3, 2003 in the Circuit
Court of'the Third Judicial Circuit, Madison County, Illinois; Woodbtry v. Templeton Global Smaller
Companies Fund, Inc., et-al., Case No. 2003 L 001362, filed on October 3, 2003 in the Circuit Court of the
Third Judicial Circuit, Madison County, Illinois; Kwiatkowski v. Templeton Growth Fund, Inc., et al., Case
No. 03 L 785, filed on December 17, 2003 in the Circuit Court of the Twentieth Judicial Circuit, St. Clair

County, Illinois; Parise v. Templeton Funds, Inc., et al., Case No. 2003 L 002049, filed- on December 22,
2003 in the Circuit Court of the Third Judicial Circuit, Madison County, Illinois.

In April 2005, defendants removed these lawsuits to the United States District Court for the Southern
District of Iilinois. On July 12, 2005, the court dismissed with prejudice one of these lawsuits, Bradfisch v.
Templeton Funds, Inc., et al., and dismissed the remaining-three lawsuits on August 25, 2005. Plaintiffs
appealed the dismissals to the United States Court of Appeals for the Seventh Circuit (Bradfisch -v.
Templeton Funds, Inc., et al,, Case No. 05-3390, Woodbury v. Templeton Global Smaller Companies Fund,
Inc., et al,, Case No. 05-3559, Kwiatkowski v. Templeton Growth Fund, Inc., et al., Case No. 05-3558,
Parise v, Templeton Funds, Inc., et al., Case No. (5-3586). On May 19, 2006, the'Seventh Circuit affirmed
the dismissals. Plaintiffs’ *subsequent requests to the Seventh Circuit for reconsideration were also denled
On November 13, 2006 plaintiffs filed a petition for certiorari to the United States Supreme Court.

+ .

In addition, Franklin Templeton-lnvestments Corp., a subsidiary of the Company and the investment
manager of Franklin Templeton’s Canadian mutual funds, has been named -in four class action market
timing lawsuits in Canada, seeking, among other relief, monetary damages, an order barring any increase in
management fees for a period of two years following judgment, and/or attorneys’ fees and costs; as follows:
Huneault v. AGF Funds, Inc., et al.,. Case No. 500-06-000256-046, filed on October 25, 2004 in the
Superior Court for the Province of Quebec, District of Montreal; Heinrichs, et al. v. CI Mutual Funds; Inc.,
et al.,, Case No. 04-CV-29700, filed on December 17, 2004 in the Ontario Superior Court of Justice;
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Richardson v. Franklin Templeton Investments Corp., Case No. 05-CV-303069, filed on December 23,
2005 in the Ontario Superior Court of Justice;-and Fischer, et al. v. IG Investment Management Ltd., et al.

Case No. 06-CV-307599CP, filed on March 9, 2006 in the Ontario Superior Court of Justice.

As also previously reported, the Company and certain of its subsidiaries have been named in multiple
lawsuits alleging violations of various securities laws and pendent siate law claims relating to marketing

support payments and/or, payment of allegedly excessive commissions, andfor advisory or distribution fees,

and seeking, among other relief, monetary, damages, restitution, an accounting of all. fees, commissions.and.

soft dollar payments, declaratory relief, injunctive relief, and/or attorneys’ fees and costs. Al officers and
directors originally named in these lawsuits have since been dismissed without prejudice pursuant to
stipulated tolling agreements, and in one instance with prejudice as to the particular plaintiff pursuant to a
stipulated dismissal. These lawsuits are styled as class actions and/or denvatlve actlons brought on behalf of
certain Funds, and are as follows: . Do .-

Stephen Alexander IRA v. Franklin Resources, Inc., ét al., Case No. 04-982 JLL, filed on March 2, 2004 in
the United States District Court for the District of New Jersey; Strigliabotti v. Franklin Resources, Inc.,
et al., Case No. C 04 0883 SI, filed on March 4, 2004 in the United States District Court for the Northern
District of California; Tricarico v. Franklin ReSources, Inc., et al., Case No. CV-04-1052 JAP, filed on
March 4, 2004 in the United States District Court for the District of New Jersey; Wilcox v. Franklin
Resources, Inc., et al., Case No. 04-2258 WHW, filed on May 12, 2004 in the United States District Court
for the District of New Jersey, Wolbrink v. Franklin Resources, Inc!, et al.; Case No.04-2430 WHW, filed
on May 25, 2004 in the United States District Court for the District of New Jersey; Bahe, Custodian CGM
Roth Conversion IRA v. Franklin/Templeton Distributors, Inc., et al., Case No. 04-11195 PBS, filed on
June 3, 2004 in the Umted States District Court for the District of Massachusetts; and Alexander v. Franklin
Resources, Inc., et al., Case No. 06-7121 SI, filed on November 16 2006 in the Umted States Districts
Court for the Northern District of Callfomla

The United States Dlstrlct Coutt for the District of New Jersey consolldated for premal purposes three
of the above lawsuits (Stephen Alexander IRA, Tricarico, and Wilcox) into a smgle master file entitled “In

re Franklin Mutual Funds Fee Lttlganon” (Case No. 0d-cv- 982 (WIM)RJH)). Followmg a September 9, '

2005 order of dismissal with leave to amend certain claims, on March 10, 2006, plaintiffs in those three
lawsuits filed a second amended derivative eonsohdated complaint (the “Complamt ". Defendants moved to
dismiss the Complaint on June 9, 2006. The parties completed briefing in September 2006, and the motion
remains under submission with the court. In addition, on August.23, 2006, the court consolidated a fourth
lawsuit, Wolbrink, referenced above, into the master file. That lawsuit was filed i in 2004, but never served
on the Company or its subsidiaries.

In addition, ‘'on May 4, 2006, the parties to the Bahe lawsuit, referenced-above, filed a stipulated
dismissal with prejudice’ds to the named plaintiff, but without prejudice to the Franklin Balance Sheet
Investment Fund. Following a September 7, 2006 hearing, the United States District Court for the District of
Massachusetts ordered publication of notice of the proposed settlement. On November 21, 2006; the court
entered an order acceptmg the proposed settlement and dlsm1ssmg the lawsutt '

i . 4 A ’

Management strongly believes that the claims made in each of the lawsu1ts identified -above™ are
without merit and intends to-defend against-them vigorously. The Company cannot predict with certainty,
however, the eventual outcome of these lawsutts nor whether they will have a material negative 1mpact on
the Company ' '

The Company is fromtime to'time involved in litigation relating to claims arising in the normal course
of business. Management is of the opinion that the ultimate resolution of such. claims will not materially

affect the Company’s business, financial position, and results of operations. N ‘. .
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In management’s opinion, an adequate accrual has been made as of September 30, 2006 to provide for
any probable losses that may arise from these matters for which we could reasonably estimate an amount.

Other Commitments and Contingencies

We lease office space and equipment under long-term operating leases expiring at various dates
through fiscal year 2021, Lease expense aggregated $46.9 million, $52.0° million and $44.7 million and
sublease income totaled $8.2 million, $9.1 million and $7.2 million for fiscal years 2006, 2005, and 2004
Future mrmmum lease payments under non-cancelable operating-leases are as follows:

i fin rhousands)

L et
R

for fiscal ye;.ars eriding September 30, .. ' Amount
2007 ..... e, I $ 48,355
2008 ... P 45845
2009 ... e e . 41,697
2000 ... [P PR 38,500 -

i 2001 L. SR R S 35,403
Thereafter ........ F PR e Coeelenieloo 176,386
"Total Minimum Lease Payments ................. S ...  $386,186 ,

We have reviewed our interest in LFL and LAFL for consolidation under FIN 46-R. Based on our
analysis, we determined that we hold a significant interest in both LFL and LAFL but we are not the
primary beneficiary of either company because we do not hold a majority of the risks and rewards of
ownership. At September 30, 2006, LFL had approximately $8.9 million in total assets and our exposure to
loss related to LFL was limited to the carrying value of our investment, and interest and fees receivable
totaling approxrmately $0.9 million. At September 30, 2006, LAFL had approximately $426.8 million in

. total assets and our maximum exposure to loss related to LAFL totaled approxrmately $215.9 million. We
recognized pre-tax income of approx1mately $7.4 million and $21.1 million for our share of LFL’s and
LAFL’s net income in fis¢al years 2006 and 2005. Due to our significant interest in both LFL and LAFL,
we continue to carry on our balance sheet the DCA originally sold to LFL by FTDI until these assets are
amortized or sold by LAFL. Neither we nor our distribution subsidiaries retain any direct ownership interest
in the DCA sold, and, therefore, the sold DCA are not avarlable to satisfy claims, of our creditors or those of
our distribution subsidiaries.

At September 30, 2006, the total assets in sponsored investment products in which we held a
significant interest under FIN 46-R were approximately $814.8 million and our exposure to loss as a result
of our interest in these products was $207.8 million. These amounts represent our maximum exposure to
loss and do not reflect our estimate of the actual losses that could result from adverse changes.

In July 2003, we renegotiated an agreement, originally signed in February 2001, to outsource the
operation of our U.S. data centers, which includes responsibility for processing data and managing the
centers. Beginning July 1, 2006, we can terminate the amended agreement by incurring a termination
charge. The maximum termination charge payable will depend on the termination date of the amended
agreement, the service levels before our termination of the agreement, costs incurred by our service provider
to wind-down the services and costs associated with assuming equipment leases. As of September 30, 2006,
we estimated that the termination fee payable in October 2006, not including costs associated with assuming
equipment leases, would approximate $12.5 million and would decrease each month thereafter, reaching a
payment of approximately $2.2 million in July 2008.
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. At September 30, 2006, the banking/finance operating segment had commnments to extend credit
aggregating $218.9 million, primarily under credit card lines. " . - -

Note 15 - Stock-Based Compensation

Prior to Qctober 1, 2005, we accounted for stock-based employee compensation plans according to the
provisions of Accounting Principles Board Opinion No. 25, “Accounting for Stock Issued to Employees”,
and related interpretations. Accordingly, compensation costs were not recognized for awards granted with
no intrinsic value. Effective October 1, 2005, we adopted SFAS 123R, using the modified prospective

transition method. Under this transition method, compensation cost recognized in the fiscal year 2006
includes compensation cost for all share based payments granted prior to, but not yet vested as of October 1,
2005 based on'the grant-date fair value estimated in accordance with the original provisions of Statement of
Financial Accounting Standards No. 123, “Accounting for Stock-Based Compensa[non” (“SFAS 123”).
Results for prior penods have not been rcstated

As a result of adopting SFAS.123R, income before income taxes and net income for fiscal year 2006
include $20.0 million and $17.5 million of compensation costs that would not have been recognized under
our previous accounting method for stock-based compensation. If we had not adopted SFAS 123R, both
basic and dlluted net earnings per share for fiscal year 2006 would have been $0.07 higher.

If we had determined compen‘sa[ion costs for our stock option plans and our qualified, non-
compensatory employee stock investinent plan (the “ESTP") based upon estimated fair values at the grant
dates in accordance with SFAS 123, our net income and basic and diluted earnings per share for fiscal years
2005 and 2004 would have been reduced to the pro forma amounts indicated below. For pro forma
purposes, the estimated fair value of options was calculated using the Black- Scholcs optlon—pncmg model
and was amortlzed over the optlons vestmg penods

¢

l

(in thousands except per share data) [P B Tr

for the fiscal years ended September 30, 2005 2004

Netincome;asreported .. ... ... i e $1,057,631 $706,664
Less: additional stock-based compensation expense determmed under the fair
value method, netof tax ... .....cooeiiiiiii it e oee. e 26,805 ¢ 47,243
ProFormaNetIncome ............cooiuiiiinirirnrerenenenanan. $1,030,826 $659,421
Basic Earningg pe‘r Share - - . '
ASTEPOTIEd . . . o oot e $ 422 § 284
“Proforma ....... e e e e s oo 412 2.65
Adjusted net income in accordance w1th EITF 04-8, as reported ....... Lol 1,066,747 715,263
Less: stock-based compensation expense determined under the fair value - '
method, net of taX .. . e e 26,805 ° 47,243
Pro Forma Net INCOIME ... ... vttt e ieaiens $1,039,942 ‘$(l56,8,020
Diluted Earnings per Share _ . o . _ .
COASTEPOTtEd . ... L.y e $ 406 $ 275
TPIOfOIMA .« ..ttt et e D S T396 - 257
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The weighted-average estimated fair value of options granted on the date of grant using the Black-
Scholes option-pricing model was as follows: o .

for the fiscal years ended September 30, 2005 2004
Weighted-average fair value of optlons granted ..... TR E NP % ine315.87 87: 52562
Assumptions made: ‘ . E
Dividend yield ...... e e e PP 0.5% 0.6%
Expected volatility ....... .. ... o e 33.0% 47.0%
Risk-free interest rate . . ... .. e e e e e e 3.2% 3.3%
Expeclcdlifc.................................................,.... 3.7 years 7.5 years

Prior to the adopnon of SFAS 123R we presented all tax benefits of deductions resulting from the
exercise of stock options as operating cash flows in the Consolidated Statements of Cash Flows. SFAS
123R requires the cash flows resulting from tax deductions in excess of the compensation cost recognized
for stock-based payments (“excess tax benefits”) to be classified as financing cash flows. The excess tax
benefits of $38.2 million that was classified as a financing cash inflow in fiscal year 2006 would have been
classified as an operating cash inflow if we had not adopted SFAS 123R. '

We sponsor the Amended and Restated Annual Inéentive Compensation Plan (the “AIP”) and the 2002
Universal Stock Incentive Plan (the “USIP”). Under the terms of the AIP, eligible employees may receive
cash, equity awards and/or cash-settled equity awards generally based on the performance of Franklin
Templeton Investments, its funds, and the performance of the individual employee., The USIP provides for
the issuance of up to 30.0 million shares of our common stock for vanous stock-related awards to officers,
directors and employees. At September 30, 2006, approximately 6.5 million shares were available for grant
under the USIP. In addition to stock awards and stock unit awards, we may award options and other forms
of stock-based compensation to officers, directors and employees under the USIP. The Compensation
Committee of the Board of Directors determines the terms and conditions of awards under the AIP and
USIP. Our employees may also receive stock-based compensation through the issuance of stock of our
subsidiaries.

Stock Options * ‘ .
The following table summarizes stock option activity:
e . : ¢ - Weighted-
T Average

Weighted- - Remaining
Average  Contractual  Aggregate

- - Exercise Term (in Intrinsic
(in thousands, except weighted average exercise price) . Shares Price Years) Value
Outstanding at September 30, 2005 .. .. ... AT 7,844 $3747 58 , .$364,620
Granted ......................... P . — —_ —
Exercised . ....... ... ... 2,708) 3630 38
Cancelled ... ... .. ... i (25) 47.33 4.9
Forfeited/expired . . . . . . e e — — =
QOutstanding at September 30,2006 ..... .. .............. 5111 $38.04 ﬁ $346,023
Exercisable at September 30,2006 ...................... 5081 $37.96 45  $344,460

Stock option awards outstanding under the USIP generally have been granted at prices which are either
equal to or are above the market value of the underlying common stock on the date of grant, generally vest
over three years and expire no later than ten years after the grant date. We have not granted stock option
awards under the USIP since November 2004.
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Effective October 1, 2005, compensation expense related to nonvested options is recognized ratably

over the remaining requisite service period. At September 30, 2006, there was $0.5 million of total
unrecogmzed compensanon cost related to nonvested options, which is expected to be recogmzed over a
remaining weighted average vesting period of l .0 years

Our opuon awards are generally subject to ‘graded vestmg over a service penod We recogmze
compensation cost on a stralght-lme basis over the requisite service period for the entire award
Stock and Stock Unit Awards . . L . _. ‘ X o . V.

In accordance with SFAS 123R, the fair value of stock and stock unit awards granted under the USIP
is estimated on the date of grant based on the market price of the underlying shares of common stock and is

amortized to compensation expense on 4 straight-line basis over the related vesting period, which is
generally three to four years. The total number of stock awards and stock unit awards expected to vest is
' adjusted for estimated forfeltures

Total unrecognized compensation cost related to nonvested stock and stock unit awards net of
estimated forfeitures was $39.6 million at September 30, 2006." This’ cost is expected to be recogmzed overa
remaining weighted- average vesting period of 1.7 years, ’

~ The following is a summary of nonvested stock and stock unit awards activity:

. L TN ’ : + Weighted-Average

. : : . . Grant-Date

(shares in rhausands) : : ) N ' Shares ‘ * Fair Value
Nonvested balance at September 30,2005, .. J— cel.. 5974 %6061
Granted ................. U D ee..... 4893 90.55.
Vested ....... R KRR [P e (337,0) 70.65
. Forfeited . ................ PO e e el .. (532 72.37
Nonvested Balance at September 30 2006 e e e 696.5 . $75.89

Our stock awards generally entitle holders to the right to sell their shares of common stock once the
awards vest. Stock unit awards generally entitle holders to receive the underlying shares of common stock
once the awards vest. In addition certain performance-based stock awards were granted to our Chief
Executive Officer in December 2004 and in December 2005. The total number of shares ultimately received
by our Chief Executive Officer depends on our performance against specified performance goals and is
subject to vesting provisions. At September 30, 2006, the balance of nonvested shares granted to our Chief
Executive Officer and subject to vesting upon the achievement of prior years’ perforiance goals, set or
determined in prior years, was 20.6 thousand and had a weighted-average grant-date fair value of $90.08.

Employee Stock Investment Plan K .

Our ESIP allows eligible participants to buy shares of our common stock at 90% of its market value on
defined dates and to receive a 50% match of the shares purchased, provided the employee, among other
conditions, has held the previously purchased shares for a defined period. The Compensation Committee
and the Board of Directors determine the terms and conditions of awards under the ESIP. A total of
514.6 thousand shares were issued under the ESIP during fiscal year 2006. At September 30, 2006,
406.8 thousand shares were reserved for future issuance under thls plan.
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All Stock-Based Plan Arrangements -

. Total stock-based compensation costs of $64.9 m11110n $51.2 million and $67.9 million were
rccogmzed in the Consolidated Statements of Income dunng fiscal years 2006, 2005, and 2004. The income
tax benefits from stock-based arrangements totaled $49. 8 million for fiscal year 2000, with with approximately

. _ .‘"$39 4 rrnl]lon attnbuted to stock optlon eXercises. Fash Teceived from stock option exercises for fiscal year

= 2006 ‘was $98.3 million. We generally do not repurchase shares upon share option exercise or. vesting of
stock and stock unit awards. However, in order to pay taxes due in connection with the vesting of employee
and certain executive officer stock and stock unit awards under the USIP and in connection with matching
grants under the ESTP, we repurchase shares to pay such taxes using a net stock issuance method.

S S

Note 16 — Defined Benefit Plans ' S

In fiscal year 2006, we adopted the treatment for defined benefit plans prescribed by Statement of
Financial Accounting Standards No. 87, “Employer’s Accounting for Pensions”, in relatlpq to the pension

plan of Franklin Templeton Global Investors Limited, an indirect subsidiary of the Company, In addition

| Fiduciary Trust continues to sponsor a defined benefit healthcare plan that provides post-retirement medical

benefits to full-time employees who have worked ten years and attained age 55 while in the service of

?ﬁl‘" ; F1duc1ary Trust, or have met alternate eligibility criteria. The defined benefit healthcare plan was closed to
new entrants in April 2003.

In prior fiscal years, Fiduciary Trust sponsored noncontributory retirement plan (the “Retirement
Plan”) covering substantially all its employees hired before we acquired it and a nonqualified supplementary
executive retirement plan (“SERP”) to pay defined benefits in excess of limits imposed by federal tax law to
participants in'the retirement plan who attain age 55 and ten years of service as of the plan termination date.
In April 2003, the Board of Directors of Fiduciary Trust approved a resolution to terminate both the
Retirement Plan and the SERP as of June 30, 2003. In fiscal year 2005, we received approval from the
Internal Revenue service to terminate the Retirement Plan and we recorded the settlement obligation in
relation to the Retirement Plan and the SERP in accordance with the FASB Statement of Financial
Accounting Standards No. 88, “Employers’ Accounting for Settlements and Curtailments of Defined
Benefit Pension Plans and for Termination Benefits”. The obligation was settled in fiscal year 2005.

3
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The following table summarizes the funded status and the amounts recognized in the Consolidated
Balance Sheets in relation to the defined pension plans and for the defined healthcare plan, under other
benefits. ‘ T -

(in thousands) ‘
Pension Benefits Other Benefits

as of and for the fiscal years ended September 30, ) 2006 2005 2006 2005
Change in Benefit Obligation ' ' :

Benefit obligation at beginning of year ... ... ... Ll 08— 329706 $7,355  $6,570
Benefit obligation assumed .............. ... ..o 22,863 — — —

T EIVICE COSE . v vttt ettt e e e 1,930 — 51 31
Interest COSt . .. ... .. i it e s 2,127 995 - 390 364
Participant contributions . .. .. PR e e - 859 P— — T —
Benefitspaid ............... e e e o (@6) (33610 (213) (499
Actuarial losses (gains) . ........coiiiii 1,133 2,887 (1,154 864
Settlements . .....ovvtt e — 2 - —
Benefit Obligation at End of Year ............ P ... $28,886 § — $6,429 $7,355
Change in Fair Value of Plan Assets - ‘
Fair value of plan assets at beginningof year . .................. $ — S$1,150 $§ — § —
Assets contributed . ............ S L o . 21,608 - T — i —_
Actual TetUrT ON ASSELS o v i vt et et e et it e 3,807 306 — —
Employer contributions . ............ i 2,638 22,154 213 494
Participant coRtributions . ... .. .. oo i 859 —_ —_ —_
Benefits paid ... ..ovintit e (26) (33,610) - (213). (499
Fair. Value of Plan Assetsat Endof Year .................... $2888 $ — $ — $ —
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(in thousands) . - v .
L o o Pension Benefits Other Benefits
as of and for the fiscal years ended’ Septer'r.lber 30, Coe : 2006 2005 2006 2005
Funded status ................................ P § — $— $(6429) $(7355)
Unrecognized actuarial loss .. ...~ o o | S e 5 2 S 2
Unrecognized prior sService cost .............. ..o, — — 201 449
Net Liability ....... S S e .08 —  $—  $(6,035) $(5,381)
Amounts Recognized in the Consolidated Balance Sheets . e ' ,
Accrued benefit costrecognized ......... ... ool $ — $—  $(5983) $(5,381) !
Intangible asset .......... ..o i e —_ — — —_—
Excess of additional pension liability over unrecognized prior service
COSES © v vt e e e e e .. 1831 — ., — —
Net Amount Recognized ........... e e $1,831- $—  $(5,983) $(5,381)
- mmop.- -+ Visighted-Average Assumptions . . S -
DSCOUNL TALE ... ... ittt ettt  5.00% — 575% 5.50%
Expected returnon planassets . .. ....... ... ... i, 1.66% — N/A N/A
: Increase in COMPENSALON FALE . ...\t v vt e i e ae e - 4.50% — 450% 4.50%

| The following table summarizes the components of net periodic benéﬁt cost for fiscal years 2006 and
' 2005 for all plans.

a0 1

{in thousands) - ) o . -

Penslon Benefits . : Other Benefits |
for the fiscal years ended September 30, ) 2006 2005 . 2006 2005
Service cost ......: e e $1930 $ — .%$ 501 %51
(1<) 1] A oo o) A P 2,127 995 390 364
Expected returnon planassets .............. ..o i (3,232 (440 — —
Amortization of prior Service cost .......... ...l — — 256 256
Actuarial losses .............. e e e e — 3,021 170 1
Settlement JoSSeS ... ... i e e e e e — 22 — —
Net Periodic Benefit COst .. ......ooviiriien i, $ 825 $3,598 $867 $672

Note 17 - Segment Information

We based our operating segment selection process primarily on services offered. We derive the
majority of our operating revenue and net income from providing investment management and related
services to the Franklin, Templeton, Mutual Series, Bissett, Fiduciary Trust and Darby sponsored
investment products. This is our primary business activity and operating segment. Our secondary business
and operating segment is banking/finance. The banking/finance operating segment offers selected retail-
banking services to high net-worth clients and consumer lending services. Qur consumer lending activities
include automotive lending related to the purchase, securitization, and servicing of retail installment sales
contracts originated by independent automobile dealerships, consumer credit and debit cards, real estate
equity lines and home equity/mortgage lending.
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-1 Financial information for'our two operating segments is presented in the.table below.. Operating
revenues of.the banking/finance operatmg segment are reported net of interest expense and the: pr0v151on for

probable loan losses et T Lot [T S : HE
{in rhousands) . TR N o -

Investment

Management

and Related Banking/
as of and for the fiscal year ended September30 2006 o * Services Finance - Totals
ASSEIS et et e e e $8,350,966 $1,148,893 $9,4909.850 " -
Operating reVenUEs, . ..., ... .itiuinriine ety 4,997,607 53,119 5,050,726
Interest revenue—mter—segment ............................. 814 = ' 814
Interest EXPENSE . .. ... ... e (29,221)  N/A (29,221)
Income before faXes ...l DU 1,813,540 22,026 1,835,566
as of and for the ﬁscal year ended September30 2005 o e i . '
ASSES ..ot e $7.978,787 $ 915,140 $8,893,927
Operating revenues . ....... e e 4,258,661 51,437 4,310,098
Interest revenue—inter- segment .............................. 409 — 409
Interest: ‘eXPENSE ...t e PN (34,043) N/A (34,043)
INCOME BEfOre TAXES . o\ ot ettt et ettt et e eaess 1,395,538 ~ -25317 1,420,855
as of and for the fiscal year ended September 30, 2004 .o ‘ 2ot
Assets ..... e T U ... $7,401,924 § 825844 $8,227,768
Operating revenues ........ e v.... 3,381,696 56,512 3,438,208
Interest revenﬁe—imer-seglﬁem".' ............................ ) 1,393 — 1,393
September-11, 2001, recovery, met .. ... [, .. 30,277 — 30,277
Interest expense . ... ... 00 S R (30,658) © N/A (30,658)
Income before taxes ......... e e e e e 965,614 28,252 993,866

Oberating revenues of the banking/finance segment included above were as follows:

(in thousands)

for the fiscal years ended September 30, 2006 2005 ' - 2004
Interestand feesonloans ........ ... .ol - $42,632. +831,196 §27,957
Interest and dividends on investment securities ..............couinn.. ~ 18,180 10,587 , 10,950
Total interest imcome . .. .. Sesaeaen e L e I e e 60812 41,783 438,907
Interest on deposits - . i e .o e, (14528)  (7,651) | (4,420)
Interest on short-term debt e e e e {9,922y (3,016)  (203)
Interest expense—inter:segment . .. ........ e e C (8l4),  (409) - (1,393)
Total interest expense ::......... e e (25,264) (11,076) (6,016}
Net interest income .. 2. ... .o, SRCIPRNNEE: ' 35,548 30,707 32,891
Other income ................ . e e oo 19988 0 22,141 - 28,822
Prov151on for probable Toan 10SSes “+ .o v o ernenn .. e e C(2,417) (1,411 (5,201)
Total)Ope'r\atmg Revenues ...... ........... L $53, 119 $51,431 ‘ '$56,'512

‘ Inter-segment interest payments from the bankmg/ﬁnance operatmg segment to the investment
management and related services operating segment are based on market rates prevailing at the inception of
. each loan. As further described in Note 1, mter—segment mlerest income and expense are not eliminated in our
Consolidated Statements of Income. The investment management and related services operating segment
incurs substanually all of our depreciation and amortization costs and expenditures on fong-lived assets.
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. We conduct operations in the following principal geographic arcas of the world: the United States; The
Bahamas; Canada; Europe; Asia; South and Central America; Africa; and Australia. For segment reporting
purposes, we have combined Asia, South and Central America, Africa and Australia-into one category—

Other. Revenues by geographic area include fees and commissions charged to customers and fees charged
to affiliates.

Information by geographic area is summarized below.,

(in thousands)

for the fiscal years ended September 30, ’ 2006 2005 ‘ 2004
Operating Revenues : S ' ' o e .
United States .. ..o $3,262,355 $2,894,809 $2,379,108
The Bahamas . ... ..vurveerennnenaeriareinaneeen. . 815,211 680,816, 493,504
Canada .. ... L e e .. 324,846 275,702 ~230,433
BurOpe . i e e e 187,160 151,001 104,110
" Other ..... P 461,154 307,770 231,053
Total . ... . $5,050,726 $4,310,098 $3,438,208
Property and Equipment, Net * . .
United States ... ...oovireiein i, feee $ 413875 $ 431,023 § 420,301
The Bahamas ... .....oovi it iieiinanieee e, o 12,652 9,588 9,879
Canada.............. S PN 17,720 12,840 3,546
CEurope . ...l FPI e e 14,978 11,332 " 6,268
Other ............. P P e 47,066 34,583 - 30,584
Total ............. S T $ 506291 $ 489366 $ 470,578

Note 18 — Other Income (Expenses)
Other income (expenses) consisted of the following:

(in thousands )

for the fiscal years ended September 30, . . 2006 2005 2004

Consolidated Sponsored Investment Products
Consolidated sponsored investment products unrealized gains (losses),

net............ e e e $ 16,537 $§ 8,071 % (484)
Consolidaied sponsored investment products realized gains, net ........ 17,087 21,050 3877
Total ... ... s i 33,624 29,121 3,393
Investment and Other Income ' T
DIVIAENAS ..\ ot e ... 55848 31,577 14,778
Interest income from bankmg/ﬁnance BIOUD «vovineiiianaeicnninnas g14 409 1,393
Other INtErest INCOME | o v v vttt et et e e et it ittt ey 111,845 66,146 27,301
Equity in net income of affiliated companies . ....................... 33,595 30,659 20,605
Realized gainsonsaleofassets ....... ... ... ... . 27,153 8,173 30,395
Realized lossesonsaleofassets ........ ... ..o i iiiiiieinas (2,615) (3,994) (5,771
Foreign exchange realized and unrealized (losses) gains,net ........... (10,087) 1,883 4,668
Other . .. e e e e (18,771) 2,548 - (3,063)
] 197,782 137,401 90,306
Interestexpense .............. .. 0.0 e e (29,221) (34,043) (30,658}

Other Income, Net .......... P B Leeeen.. $202,185 $132,479  $63,041




Substantially all of our dividend income and realized gains (losses) onsale of assets were generated by
investments in our sponsored investment products.

Note 19 - Fair Values of Financial Instruments

The fair value of a financial instrument represents the amount at which the instruiment could be
exchanged in a current transaction between willing parties, other than in a forced sale or liquidation. The
methods and assumptions used to estimate fair values of our financial instruments are descnbed below (see

also Note 1). . o ' ' -
Due to the short-term nattire and liguidity of cash and cash equivalents and receivables, the carrying
amounts of these assets in the Consolidated Balance Sheets approximated fair value. .

L 4

lnveqtmem securities, tradlng are carrled at fair value w1th changes in fair value recognized in-our
consohdated net income. ¢ .« : . .

[
%

Investment secuﬁties,- available-for-sale are carried at fair market value with changes in fair value
recognized in other comprehensive income, as required by generally accepted accounting principles in the
United States.

.

-Loans held for sale are originated and intended for sale and are carried at the lower of cost or estimated
fair value in the aggregate. Estimated fair value'is calculated using discounted cash. flow analyses. Net
unrealized losses, if any, are recognized through a valuation allowance included in other, net revenues..

Loans recewable net, are valued using mterest rates that consider the current credlt and lnterest-rate
risk inherent in the loans and the current economic and lending conditions. The majority of- retail- -banking
loans-are at variable interest rates, which are adjusted periodically. We utilize interest-rate swaps in order to
mitigate the interest-rate risk on those retail-banking loans that are at fixed interest rates and have maturities
longerithan one year: These swaps' are accounted for as freestanding derivates with changes in their fair
value recogmzed in earnings. As such, the fair value of retanl bankmg loans approxlmates their carrymg

+

value. - A : R Tt S T NN . .
W PR . ' L ' n '
The fair value of loans related to consumer lendmg are genera]ly estimated usmg discounted cash flow
analyses. For certain consumer lending variable rate loans with no significant credit concerns and frequent

reprlcmgs estimated fair values are generally based on the carrying value.

’ +

Deposns of ~the bankmgjﬁnanee ‘operating segment are valued usmg interest rates offered by
comparable institutions on deposits ‘with' similar remammg maturities. The amounts m the Consohdated
Balance Sheets approx1mated fair value. C

Rl

[riterest-rate swap agreements and foreign exchange contracts are carried at fair value. * *

Debt is valued using publicly-traded debt with similar maturities, credit risk and interest rates. The
amounts in the Consolidated Balance Sheets approximate fair values.

Guarantees and letters of credit have fair values based on the face value of the underlying instrument.
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Estimated fair values of our financial instruments were as follows:

(in thousands) ’ 2006 . 2005

fomisifisindindpibusiusipbibmiatgiy 25 of  thie fiscal _jyears enggdASeptember;SG Lo

Fmanc:alAssats . LT P S )
Cash and cashjequwalents i $3,613,135 $3,613,135 $3,152,159 $3,152,159
Investment securities, trading .......... P . 382,053 382,053 254,750 254,750
Investment securities, available-for-sale .. ......... 723,843 723,843 858,306 858,306
Loansheldforsale ............ .. ... cviint. 391,734 391,734 303,161 303,161
Loansreceivable,net ............. ...t ) 253,370 2._53,370 264,275 264,275
Financial Liabilities - :
Deposits .. ..o $ 548907 $ 548907 §$ 519,140 § 519,140
Commercial paper and current maturities of long- ‘

termdebt . ... ... e 168,063 168,063 169,389 169,389
Long-termmdebt .............................. 627,919 617,318 1,208,390 1,142,972

Interest-rate swaps ... ....... e e 690 . 690 686 686

Note 20 - Banking Regulatory Ratios

"We are a bank holding company and a financial holding company subject to various regulatory capital
requirements administered by the federal banking agencies. Failure to meet minimum capital requirements
can result in certain mandatory, and possibly additional, discretionary actions by regulators that, if
undertaken, could have a direct material effect on our financial statements. We must meet specific capital
adequacy guidelines that involve quantitative measures of our assets, liabilities, and: certain off-balance
sheet items as calculated under regulatory accounting practices. Our capital amounts and classification are
also subject to qualitative judgments by the regulators about components, risk welghtmgs and other factors.

| Quantitative measures established by regulanon to ensure capital adequacy require us to maintain a
' minimum Tier 1 capital and Tier 1 leverage ratio (as-defined in the regulations), as well as minimum Tier 1
and Total risk-based capital ratios (as defined in the regulations). Based on our calculations as of
September 30, 2006 and 2003, we exceeded the capital adequacy requlrements applicable to us as listed

below T ' i

(i dollar amounts in thousands) .
Capital Adequacy

as of the fiscal years ended September 30, 2006 2005 Minimum
Tier 1 capital ........... P [T . $4,707,956  $3,700,203 N/A
Total risk-based capital ...............cc.cooiiiininn.. 4,710,636 3,703,109 N/A
Tier 1 leverageratio ....... ... ....civiuiiniinia.. 66% 54% 4%
Tier 1 risk-based capitalratio ...............c..c.nuen. 2% .  85% 4%
Total risk-based capitalratio .......................... 2% 85% 8%
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Note 21 - September 11, 2001 Event

On September i1, 2001, the headquarters of our subsidiary company, Fiduciary Trust, at Two World
Trade Center was destroyed in the terrorist attacks on New York City. We have since leased office space for
Fiduciary Trust at 600 Fifth Avenue in midtown Manhattan and resumed permanent operations. The
following table shows the expense (recovery), net related to the September 11, 2001 event.

(in rhouscmds}

for the fiscal years ended Septemher 30, IR ‘ 2006 - -2005 2004t
Cumulative September 11, 2001 costs recogmzed as of end of the fiscal year vers $— 53— $69,140
September 11, 2001 recovery, net ..... PO PP —_ — (30,277)

~In January 2004, we received $32:5 million from our insirance carrier -for claims related to the
September 11, 2001 terrorist attacks that destroyed Fiduciary Trust’s headquarters. These proceeds
represented finat recoveries for ¢laims submitted to our insurance carrier. We realized a gain of $30.3
million, before income taxes of $12.0 million, in the reporting period ending March 31, 2004, in accordance
with guidance provided under FASB Statement of Financial Accounting Standards No. 5, “Accounting for
Contingencies”, and EITF Abstract Issue No. 01-10, “Accounting for the Impact of the Terrorist Attacks of
September 11, 20017, as remammg contingencies related to our insurance clalms were resolved.

]

Item 9. Changes in and Disagreements with Accountants on Accounting and Financial
Disclosure. o ' :

~ Not applic-ab.le.

Item 9A. Controls and Procedures.

+The Company ] management eva]uated w1th the participation of the Company s prmc1pa] executive
and principal financial officers, the effectiveness of the Company’s disclosure controls and procedures (as
defined in Rules 13a-15(e) and 15d-15(¢) under the Securities Exchange Act of 1934, as amended (the
“Exchange Act™)) as of September 30, 2006. Based on their evaluation, the Company’s principal executive
and principal financial officers concluded that the Company’s disclosure controls and procedures as of
September 30, 2006 were designed and are functioning effectively to provide reasonable assurance that the
information required to be disclosed by-the Company in reports ‘filed under the ‘Exchange Act is
(i) recorded, processed, summarized, and reported within the time periods specified in the SEC’s rules and
forms, and (ii) accumulated and communicated to management, including the principal executive and
principal financial officers, as appropriate, to allow timely decisions regarding disclosure. -

_ There has been no change in the Company s internal control over ﬁnanc1al reportmg {(as defined in
Rules 13a-15(f) and 15d-15(f) under the Exchange Act) that occurred during the Company’s ﬁscal quarter
ended September 30, 2006, that has materially affected or is reasonably llkely to materially affect, the
Company’s internal control over financial reporting.

.

Management s Report on Internal Control over Financial Reporting and the Report of Independent
Registered Public Accounting Firm are set forth in Ttem 8 and incorporated herein by this reference ’

Item 9B. Other Information.

None. -
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PART III

Item 10. Directors and Executive Officers of the Registrant.’ - -

The mformanon required by this Item 10 with respect 1o executlve officers of the lCompany":s
contained at the end of Past | of this Form lo-Kvunder thc'hcadmg‘“Exccuuvc Ofﬁcers of the Registram”

Code of Ethics, The Company has adopted a Code of Ethics and Busmess Conduct (the “Code of
Ethics™) that applies to the Company’s principal executive officer, principal financial officer, principal
accounting officer, controller, and any persons performing similar functions, as well as-all directors, officers
and employees of the Company and its subsidiaries and affiliates. The Code of E[thS is posted on the
“Company’s website at www.franklintempleton.com under “Corporate Governance”on the. *Our Company”
page. A copy of the Code of Ethics is available in print free of charge to any stockholder who requests a
copy. Interested parties may address a written request for a printed copy of the Code of Ethics to: Secretary,
Franklin Resources, Inc., One Franklin Parkway, San Mateo, California 94403 1906 We infend [o satisfy
the-disclosure requlrementlregardmg}my‘amcndmem 1050 J{a wanfer from a provnslon,,of.,lhe Code\of Ethics

W”’%ﬁ?""’fo'r!lh'egCompanyns~prmc:pal executive officer, prmc1pal financial ofﬁcer principal accounting officer or
controller, or persons performing similar functions, by posting such information on our website.

The other information required by this Item 10, including with regard to directors of the Comipany, the
procedures by which security holders may recommend nominees, the members of the Audit Committee, the
Audit Committee financial expert, and compliance with Section 16(a) of the Exchange Act, is incorporated
by reference from the. information provided understhe-sections entitled. “Proposal- No. 1 Election of
Directors—Nominees”, “Proposal No. 1 Election of Directors-Information about the Board and its
Committees” and “Proposa] No. | Election of Directors—Section 16(a) Beneficial Ownership Reporting
Compliance” from the Company’s definitive proxy statement for its annual meeting of stockholders (“Proxy
Statement”) to be filed with the SEC within 120 days after September 30, 2006.

NYSE Annual Certification Disclosure. In February 2006, the annual certification 'required by
Section 303A.12(a)' of the NYSE+Listed Company Manual was submltted by the - Company s‘Chlef
Executwe Off" cer to the NYSE, w;thout any quahf cations. -

Last ﬁscal year, we filed w1th the SEC; as. exhibits to our Form 10-K for the fiscal year ended
Sepiember 30, 2005, the certifications-of our Chief Executive Officer and Chief Financial Officer required
by Section-302 of the Sarbanes-Oxley Act of 2002. We. are filing with the SEC, as exhibits to this Form
10-K, the certifications of our Chief Executive Officer and Chief Financial Officer required by Section 302
of the Sarbanes-Oxley Act of 2002, . :

Item 11. Executive Compensation. ‘ o . .

The information in our Proxy Statement under the section entitled “Proposal No. 1 Election of
Diréectors™ is incorporated herein by this reference, other than the following subsections: “Nominees”;
“Security Ownership of Principal Stockholders” “Security Ownership of Management”; “Feés Paid to
Independent Registered Public Accounting Firm™; “Report of the Audit Committee”; “Certain Relationships
and Related Transactions™; and “Section 16(a) Beneficial Ownership Reporting Compliance”.

Item 12 Securlty Ownership of Certam Beneficlal Owners and Management and Related
" Stockholder Matters.’

The information required by this Item 12 with respect to security ownershlp of certain beneficial
owners and management is incorporated by reference from the information provided under the sections
entitled “Proposal No. 1 Election of Directors—Security Ownership of Principal Stockholders” and
“Proposal No. 1 Election of Directors-Security Ownership of Management™ of our Proxy Statement.
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Equity Compensation Plan Information.

The following table sets forth certain information as of September 30, 2006 with respect to the shares
of the Company’s common stock that may be issued under the Company’s existing compensation plans that
have been approved by stockholders and plans that have not been approved by stockholders.

. . e " Number of securities

remaining available for
future issnance under

..

" 'Number of securities to Weighted-a;remge equily compensation
. be issued upon exercise . exercise price of plans {excluding
of outstanding options, outstanding options,  securities reflected in
warrants and rights ~ warrants and rights column (a))
Plan Category (a) (b) (v)
Equity compensation plans approved by Ty T e
stockholders! - . ....... P e -5,211,8612, oo $38.043 .-, 6,881,1414
Equity compensation plans not approved by :
. stockholders ............... S - . — . — —
Total .............. . ... ... 5,211,861 $38.04 6,881,141

M Consists of the 20(}2 Umversal Stockvlncenuve Plan, as amended and restated (the “2002 Stock Plan”) and the 1998
’Employee Stock Investment Plan, as amended (the “Purchase Plan™), Equity securities granted under the 2002 Stock Plan
.may include awards in connection with the: Amended and Restated Annual Incentive Compensation Plan and the 2004
Key Executive Incentive Compensation Plan: “+
@ Includes restricted stock unit awards under the 2002 Stock Plan that may be seftled in shares of the Company’s common
" stock, but excludes options to purchase shares of the Company's common stock accruing under the Company’s Purchase
'Plan. Under the Purchase Plan, each eligible employee is granted a separate option to purchase up 1o 2,000 shares of
common stock each semi-annual accrual period on January 31 and July 31 at a purchase price per share equal to 90% of
the fair market value of the common stock on the enrollment date or the exercise date, whichever is lower.
@  Does not take into account restricted stock unit awards under the 2002 Stock Plan, . '
@ As of September 30, 2006, 406,802 shares of common stock were available for future issuance under the Purchase Plan
" and 6,474,339 shares of common stock were available for future issuance under the 2002 Stock Plan.

Item 13. Certain Relationshipsand Related Transactions.

The 1nformatlon requlred by his Item 13- is mcorporated by reference ‘from the information provided
urider the section éititled ¢ ‘Proposal No. 1 Election of Dlrectors—Cenam Relationships and Related
Transactlons of our Proxy Statement. .

. P , . . . .

Item 14. Pnnclpal Accountmg Fees and Services.

The information requ1red by thas Ttem 14 is incorporated by reference from the information provided
under the section entitled “Proposal No. 1 Electlon of Dlrectors—Fees Paid to Independem Reglstered Public
Accounung Flrm “of our Proxy Statement
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PARTIV . .o oy o el

Item 15 EXhlbltS Fmancral Statement Schedules
(a)(1) The financial statements filed as part of this report are hsted in Item 8 of thls Form IO K.

" (a)(2) ° No financial statement- schedules-are required to be-filed. as-part-of this-report=becauscrall:sucher e e o
schedules have been omitted. Such omission has been made on the basis that information is
“provided in the financial statements, or in the related notes thereto, in Item 8 of this Form 10-K or
is not required to be filed as the information is not applicable.
(a)(3) -+ Exhibits. =«

Exhibit No. - Description ’ < b

3(i)(a) Registrant’s Certlﬁcate of Incorporation, as filed November 28, 1969 mcorporated
by reference to Exhibit (3)(i) to the Company’s Annval Report on Form 10-K for the
fiscal year ended September 30, 1994 (File No. 001-09318) (the **“1994 Annual
Report”) ‘ Coe

3(1)(b) Registrant’s Certificate of Amendment of Certificate of Incorporation, as filed
March 1, 1985, incorporated by reference to Exhibit'3(ii) to the 1994 Annual Report

3(){c) - Registrant’s Certificate of Amendment of Cerﬂﬁcate of Incorporation, ae filed -April
1, 1987, incorporated by reference to Exhibit 3(iii) to the 1994 Annual Report

3ti)(d) Registrant’s Certificate of Amendment of Certlﬁcate of Incorporation, as . ﬁled
February 2, 1994, 1ncorporated by reference to Exhlblt 3(1v) to the 1994 Annual
Report .

3(i)e) - Registrant's, Certiﬁc_ate of Amendment of Certiﬁcat.e of Incorporation, as filed on

: February 4, 2005, incorporated by reference to, Exhibit (3)(i)(e) to the Company’s

Quarterly Report on Form 10-Q for the.period ended.December. 31, 2004 (File No.
001-09318)

3(i1) Registrant’s Amended and Restated By-laws of Franklin Resources, Inc. (as adopted
December 13, 2006), incorporated by reference to Exhibit 3.1 to the Company’s

~ Current Report on Form 8-K filed with the SEC on December 19 2006 (File No
001-09318)

4.1 -Indenture between Franklin Resources, Inc. and The Chase Manhattan Bank
(formerly Chemical Bank), as trustee, .dated as of May 19, 1994, incorporated by
reference to Exhibit 4 to the Company 8 Reglstratron Statement on Form S-3, filed

“w - with the SEC on April 14, 1994 (File No. 033-53147y = .~ ‘ T

42 Form of 3.7% Serior Notes due 2008, mcorporated by reference to Exhibit 4510 l;he
Company’s Quarterly Report on Form 10-Q for the period ended March 31, 2003
(File No. 001-09318) :

A ]

10.1 Representative Distribution Plan between Templeton Growth Fund, Inc. and Franklin/
Templeton Investor Services, Inc., incorporated by reference to Exhibit 10.1 to the
Company’s Annual Report on Form 10-K for the fiscal year ended September 30,
1993 {File No. 001-09318) (the *1993 Annual Report™)

10.2 Representative Transfer Agent Agreement between Templeton Growth Fund, Inc. and
Franklin/Templeton Investor Services, Inc., incorporated by reference to Exhibit 10.3
to the 1993 Annual Report
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Exhibit Ne.

Description

10.3

‘104"

10.5

10.6

107

10:11

b ,u’u"

10.8

109,

T
10.10,

10,12~ - -

Representative Investment Management Agreement between Templeton Growth
Fund, Inc. and Templeton, Galbraith & Hansberger Ltd., incorporated by reference to
Exhibit 10.5 to the 1993 Annual Report . .

Representative Management' Agreement’ between Franklin Advrsers Inc. and the
Franklin Group of Funds, incorporated by reference to Exhibit 10.6 to the Company’s

Annual Report on Form 10-K for the fiscal year ended September 30, 1992 (File No.

001-09318) (the “1992 Annual Report”)

Representative Distribition 12b-1 Plan ‘between Franklin/Templeton Distributors,
Inc. and the Franklin Group of Funds mcorporated by reference to Exhibit 10.3 to the
1992 Annual Report Y :

Representative Amended and Restated Distribution ‘Agreement between Franklin/
Templeton - Distributors, Inc. and i Franklin : Federal .Tax-Free Income Fund,

- incorporated by reference to Exhibit 10.1 to the Company’s Quarterly Report on

Form 10-Q for the period ended June 30, 1995 (File No. 001- 09318) (the “June 1995
Quarterly Report™) )

Distribution 12b-1 Plan for Class II shares between Franklin/Templeton Distributors,
Inc. and ‘Franklin Federal Tax-Free Income Fund 1ncorporated by reference to

“Exhibit 10.2 to the June 1995 Quarterly Report- -~ = '

Representative Investment Management Agreement between Templeton Global

* Strategy SICAV and Templeton Investment Management Limited, incorporated by

" reference to Exhlbtt 10 3 to the June 1995 Quarterly Report

Representative Sub Drstnbuuon Agreement between Templeton Galbraith &
Hansberger Ltd. and BAC Corp Securities, mcorporated by reference to Exhibit 10.4
to the June 1995 Quarterly Report

| Representative Dealer Agreement between Franklmf]" empleton Drstnbutors Inc. and

Dealer, incorporated by reference to Exhibit 10.5 to the June 1995 Quarterly Report

+ : 'Representative Investment-Management Agreement between Templeton Investment
" Counsel, Inc. and Client (ERISA), incorporated by reference to Exhibit 10.6 to the

June 1995 Quarterly Report . '

Representative Investment Management Agreement between Templeton Investment
Counsel, Inc. and Client (non-ERISA), incorporated by reference to Exhibit 10.7 o

. the June 1995 Quarterly Report

~10.13 + Representative Amended and Re‘;tated Transfer Agent and Shareholder Services

Agreement between Franklin/Templeton . Investor . Services, Inc. and Franklin

-, Custodian Funds, Inc., dated July 1, 1995, incorporated by. reference to-Exhibit 10.16

10.14

10.15

to the Company’s Annual Report on ‘Form 10-K for the fiscal year ended September
30, 1995 (File No. 001-09318) (the “1995 AnnualRepon”)

. Representative Amended and Restated Distribution Agreement between Franklin/

Templeton Distributors, Inc. and Franklin Custodian Funds, Inc., incorporated by
reference to Exhibit 10.17 to the 1995 Annual Report, M

Representative Class II Distribution Plan between Franklin/Templeton Distributors,
Inc..and Franklin Custodian Funds, Inc., on behalf of its Growth Series, incorporated
by reference to Exhibit 10.18 to the 1995 Annual Report
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Exhibit No.

Description

10.16

10.17

10.18

10.19

1020

10.21

10.22

10.23

10.24

:10.25

10.26

10.27
10.28

" 10.29 -

Representative Dealer Agreement between Franklin/Templeton Distributors, Inc. and
Dealer, incorporated by reference to Exhibit 10.19 to the 19953 Annual Report

Representative Mutual Fund Purchase and Sales Agreement for Accounts of Bank

and Trust Company Customers, effective July 1, 1995, incorporated by reference to
Exhibit 10.20 to the 1995 Annual Report

_Reprcsematlve Management Agrecment between Franklin Value Investors Trust,-on -
behalf of Frankiin MicfoCap Valid'Fiind and’ Frankﬁﬂ”:&ﬁ'ws'é’rs Inc., incorporated. by,

reference to Exhibit 10.21 to the 1995 Annual Report

Representative Sub-Distribution Agreement between Templeton, Galbraith &
Hansberger Ltd. and Sub-Distributor, incorporated by reference to Exhibit 10,22 to
the 1995 Annual Report,

Representative Non-Exclusive Underwriting Agreement between Temipleton Growth
Fund, Inc. and Templeton/Franklin Investments Services (Asia) Limited, dated
September 18, 1995, incorporated by reference to Exhibit 10.23 to the 1995 Annual
Report

Representative Shareholder Services Agreement between Franklin/Templeton
Investor Services, Inc. and Templeton/Franklin Investments Services (Asia) Limited,
dated September 18, 1995, incorporated by referénce to Exhibit 10.24 to the 1995
Annual Report

Subcontract for Transfer Agency and Shareholder Serwces dated November 1, 1996
by and between Franklin/Templeton Investor- Services, Inc.-~and PFPC Inc.,
incorporated by reference to Exhibit 10.25 to the Company’s Annual Report on Form

‘10-K for the fiscal year ended September 30 1996 (File No. 001-09318) (the “1996

Annual Report™)

Representative Sample of Franklin/T: emp]eton Investor Services Inc. Transfer Agent
and Sharcholder Services Agreement, mcorporated by reference to Exhibit 10.26 10
the 1996 ‘Annual Report

“Representative Administration Agreement between Templeton Growth Fund, Inc. and

Franklin Templeton Services, Inc., incorporated by reference to Exhlblt 10.27 to the
1996 Annual Report

'Representative Sample of Fund Administration Agreement with Franklin Templeton
* Services, Inc., incorporated by reference to Exhibit 10.28 to the 1996 Annual Report

Representative Subcontract for Fund Administrative Services between Franklin
Adpvisers, Inc. and Franklin Templeton Services, Inc., incorporated by reference to
Exhibit 10.29 to the 1996 Annual Report

Representative ‘Investment Advisory Agreement between Franklin Mutual Series

“Fund Inc. and Franklin Mutual Advisers, Inc., incorporated by reference to Exhibit

10.30 to the 1996 Annual Report

" Representative Management 'Agreement between Franklin Valuemark Funds and

Franklin Mutual Advisers, Inc., incorporated by reference to Exhibit 10.31 to the
1996 Annual Report ~

- Representative Investment Advisory and Asset Allocation Agreement between

Franklin Templeton Fund Allocator Series and Franklin Advisers, Inc., incorporated
by reference to Exhibit 10.32 to the 1996 Annual Report

130

A s ]




Exhibit No.

Description

© 10.30

10.31

1032

10.33
-10.34

10.35

10.36

10.37

- 1038 -

10.39°

Representative Management Agreement between Franklm New York Tax-Free

*»Income Fund, Inc. and Franklin Investment Advisory Services, Inc., incorporated by

reference to-Exhibit 10.33 to the 1996 Annual Report

1998 Universal Stock Incentive Plan approved October 16, 1998 by the Board of
Directors, incorporated by reference to the Company’s Proxy Statement filed under

cover of Schedule 14A on December 23, 1998 in connéction with its Annual Meeting
of Stockholders held on January 28 1999 (File No. 001-09318)*

¢

Representatlve Agreement for the Supply of Investment Management and
‘Administration Services, dated February 16; 1998, by and between Templeton Funds
and Templeton Investment Management Limited, incorporated by reference to
Exhibit 10.1to the Company’s Quarterly Report on Form 10-Q for the period ended

" March 31, 1998 (File No. 001 09318)

Representative Investment Management Agreement between Templeton Investment
Counsel, Inc. and Client (ERISA), as amended, incorporated by reference to Exhibit
10.39 to the Company s Annual Report on Form 10-K/A for the fiscal year ended
September 30, 1998 (File No. 001-09318) (the “1998 Annual Report™)

Represematwe Investment Management Agreement between Templeton Investment

.Counsel, Inc. and Client (non-ERISA), as. amended,. incorporated by reference to

Exhibit 10.40 to the 1998 Annual Report

Representative Variable Insurance Fund Participation Agreement among Templeton
Variable Products Series Fund or Franklin Valuemark Fund, Franklin/Templeton
Distributors, Inc. and an insurance company, incorporated by reference to Exhibit
10.1 to. the .Company’s Quarterly Report on Form 10- Q for the period ended
December 31, 1998 (File No, 001-09318)

Répresentative Amendéd and Restated’ Distribution Agreement among Templeton
Emerging Markets Fund, Templeton Canadian Bond Fund, Templeton International
Stock Fund, Templeton Canadian Stock Fund, Templeton Global Smaller Companies
Fund, Templeton Global Bond Fund, Templeton Treasury Bill Fund, Templeton
Global Balanced Fund, Templeton International Balanced Fund, Templeton Canadian
Asset Allocanon Fund, Mutual Beacon Fund, Franklin us. Small Cap Growth Fund,
Templeton Balanced Fund Templeton Growth Fund, Lid., Templeton Management
lelted and FEP Capita), L.P. dated, December 31, 1998, incorporated by reference
to Exhrblt 10.45 to the Company’ s Annual Report on Form 10-K for the fiscal year
ended September 30, 2000 (File No. 001-09318) (the “2000 Annual Report”)

Representative Purchase and Sales Agreement by and among Franklin/Templeton
Distributors, Inc.,.Franklin Resources, Inc., and Lightning Finance Company Limited

“dated August 1, 1999, incorporated by reference to Exhibit 10.46 to the 2000 Annual

Report

.Representative Adv1sory Agreement between Templeton Global Adv1sors Limited

and Templeton Asset:Management Limited dated December 21, 1999, incorporated
by reference to Exhibit 10.47 to the 2000 Annual Report . -

Representative Amended: and Restated Commission -Paying Agreement between

' Templeton* Global Strategy Funds; Templeton Global Advisors Limited, Templeton

Global Strategic Services S.A., and Lightning Finance Company Limited dated January
31, 2000, incorporated by reference to Exhibit 10.48 to the 2000 Annual Report
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Exhibit No.

Description

- 1040

1041
10.42
10.43

S 1044

10.45
- 10.46

1047

10.48

10.49

10.50 . -

Representative .Variable Insurance Fund Participation Agreement among Franklin

Templeton Variable Insurance Products Trust (formerly Franklin Valuemark Funds),
Franklin/Templeton Distributors, Inc., and CUNA Mutual Life Insurance Company
dated May 1, 2000, incorporated by reference to Exhibit 10.49 to the 2000 Annual
Report

Representative Amended and -Restated Distributionn Agreement between Franklin/
Templeton Distributors, Inc. and Franklin Growth and Income Fund dated August 10,
2000, incorporated by reference to Exhibit 10.52 to the 2000 Annual Report

Employment Agreement entered into on December 22, 2000 by and among Anne

.M. Tatlock, Fiduciary Trust Company Intem;a_tronal and Franklin Resources, Inc.,

incorporated by reference to Exhibit 10.53 to the Company’s Quarterly Report on
Form 10-Q for the period ended December 31_,;2000 (File No. 001-09318) (the

_ “December 2000 Quarterly Report™)*

Amended and’ Restated 1998 Universal Stock Incentive Plan as approved by the
Board of Directors on October 28 2000 and the Stockholders at the Annual Meeting
of Stockholders held on January 25 2001, mcorporated by reference to Exhibit 10,54
to the December 2000 Quarterly Report*

Representative Sub-Advisory Agfeement between FTTrust Company, on béhalf of
Templeton International Smaller Companies Fund, Templeton Investment Counsel,
LLC, and Templeton Asset Management Limited, dated January 23, 200t,
incorporated by reference to Exhibit 10.55 to the Company’s Quarterly Report on
Form 10-Q for the period ended March 31, 2001 (File No 001-09318) (the “March
2001 Quarterly Report™) . : i

Managed Operations Services Ag'réement between Franklin Templeton Companies,
LLC, and International Business Machines Corporation dated February 6, 2001,
incorporated by reference to Exhibit 10.56 to the March 2001 Quarterly Report

- Representative -Agency Agreement between FTTrust *Company and Franklin/

Templeton Investor Services, LLC, dated April 1, 2001, incorporated by reference to
Exhibit 10.57 to the March 2001 Quarterly. Report

Representative ‘Amended and Restated Master Manageient Agreement between
Franklin Templeton Investment Corp., as Trustee of mufual funds and Franklin
Templeton Investment Corp., as Manager, dated May 31, 2001, incorporated by
reference to Exhibit 10.60 to the Company’s Annual Report on Form 10-K for the
fiscal year ended September 30, 2001 (File No. 001-09318) (the “2001 Annual
Report™)

Representative Master Management Agreement ‘dated May 31, 2001 between
Franklin Templeton Tax Class Corp. and Franklin Templéton Investments Corp.,
incorporated by reference to Exhibit 10.61 to the 2001 Annual Report

Franklin Resources, Inc. 1998 Employee Stock Investment Plan as amended by the
Board of Directors on October 10, 2002, incorporated by reference to Exhibit 4.6 to the
Company’s Report on Form §-8 ﬁled with the SEC on October 28, 2002 (File No. 333-
100801y* » -~ 4" ..

2002 Universal Stock Incentive Plan as approved by the Board of Directors on October
10, 2002 and the Stockholders at the Annual Meeting-of Stockholders held on January
30, 2003, incorporated by reference to Exhibit 10.68 to the Company’s Quarterly
Report on Form 10-Q for the period ended December 31, 2002 (File No. 001-09318)
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Exhibit No.

Description

- 10.51 ¢

10.52

10.53

10.54
. 10.55

10.56 -

10.57 ¢

“1.10.58

10.59

10.60

1061

_ Report”)

Amendments dated July 2, 2001, June 10, 2002 and February 3, 2003 to the Managed
Operations Services Agreement dated February 6, 2001, between Franklin Templeton

. Companies, LLC and International Business Machines Corporation, incorporated by

reference to Exhibit 10.69 to the Company’s Quarterly Report on Form 10-Q for the
period ended March 31, 2003 (File No. 001 09318) (the “March 2003 Quarterly

Representatrve Form of Franklm Templeton Investor Serv1ces LLC Transfer Agent
and Shareholder Services Agreement, 1neorp0rated by reference to Exhibit 10.70 to
the March 2003 Quarterly Report

-Amendments dated July 1,°2003 and September t,,2003.to the Managed Operations

Service Agreement.dated February 6, 2001, between Franklin Templeton Companies,
LLC and International Business Machines Corporation, incorporated by reference to
Exhibit 10.71 to the Company’s Annual Report on Form 10-K for the fiscal year
ended September 30 2003 (File No. 001 -09318) B

Form of Restricted Stock Award Agreement and Notice of Restricted Stock Award
under the Company’s 2002 Universal Stock Incentive Plan, incorporated by reference
to Exhibit 10.74 to the Company’s Current Report on Form 8-K filed with the SEC
on Nc‘)vember 12, 2004 (File No. 001-09318) (the “November 12, 2004 Form 8-K”)*

- Form of Stock Option Agreement and Notice of Stock Option Grant under the

Company’s 2002 Universal Stock Incentive Plan, incorporated by reference to

Exhibit 10.75 to the November 12, 2004 Form 8-K*

Form of Restricted Stock Award Agreement and Notice of Restricted Stock Award
under the Company’s 2002 Universal Stock Incentive Plan, incorporated by reference
to Exhibit 10.1 to the Company’s Current Report on Form 8-K filed with the SEC on
November 19, 2004 (File No. 001-09318) ‘(the “November 19, 2004 Form 8-K")*

Form of Restricted Stock Unit Award Agreement and Notice of Restricted Stock Unit

_ Award under the Company’s 2002 Universal Stock Incentive Plan, incorporated by

reference to EXhlblt 10. 2 to the November 19, 2004 Form §-K*

Form of Restricted Stock Award Agreement and Notice of Restricted Stock Award
under the Company’s 2002 Universal Stock Incentive Plan, incorporated by reference
to Exhibit 10.1 to the Company’s Current Report on Form 8-K ﬁled with the SEC on
December 21, 2004 (Frle No. 001—093]8)*

Franklm Resources, Inc. Deferred Compensation Arrangement for Director’s Fees,
dated as of January 21, 2005, by and between Franklin Resources, Inc. and Samuel
H. Armacost, lncorporated by reference to Exhibit 10.1 to the Company s Current
Report on Form 8-K filed with the SEC on January 27, 2005 (File No. 001-09318)
(the “January 27, 2005 Form 8-K")*

'Franklin Resources, Inc., 2002 Universal Stock Incentive Plan (as amended and

restated December 16 ‘2004) incorporated by reference to Exhibit 10 2 to the January
27, 2005 Form 8-K* '

Franklin Resources, Inc Amended and Restated Annual Incentwe Compensatlon
Plan (as amended and restated December 16, 2004) incorporated by reference to
Exhibit 10.85 to the Company’s Quarterly Report on Form 10-QQ for the period ended
December 31, 2004 (File No. 001-09318) (the “December 2004 Quarterly Report™)*
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Exhibit No,

Description

10.62

. 10.63

10.64 -

10,65

10.66 .
) T amended and restated &s of October 18; 2003, by and between Franklin Resources,

10.67

1068

10.69
070"
'1'0.I7 i
10.72

10.73

Description of Performance Goals for the Company’s Co-Chief Executive Officers

* for the 2005 Fiscal Year under the 2004 Key.Executive Incentive Compensation Plan,
+ incorporated by reference to Exhibit 10.87 to the December 2004 Quarterly Report*

. Five Year Fac111ty Credit Agreement dated as of June 10 2005 among Franklin

Resources, Inc., the Banks parties thereto, Bank of America, N A. and The Bank of
New York, as Co-Syndication Agents, Citibank, N.A. and BNP Paribas, as
Co-Documentation Agents, and JPMorgan- Chase Bank, N.A., as ‘Administrative
Agent, incorporated by reference to Exhibit 10.1 to the Company’s Current Report on
Form 8-K filed with the SEC on June 16, 2005 (File No. 001-09318)

- Agreement, dated as of June I; 2005, by and between Franklin Resources, Inc. and
- Craig'S. Tyle, incorporated by reference to Exhibit 10.1 to.the Company’s Current

Report on Form 8-K filed with the SEC on September 7, 2005 (File No. 001-09318)*

Form of Indenmtﬁcatmn Agreement, 1ncorporated by reference to Exhibit 10.1 to the
Company’s Current Report on Form 8-K filed with the SEC on October 4 2005 (File

‘No. 001-09318)* . S .t

Franklm Resources Inc Deferred Compensation Arrangement for Director’s Fees,

Inc. and Loui$ E. 'Woodworth, incorporated by reference to Exhibit 10.1 to the

“Company’s Current Report: on Form 8-K ﬁled with the SEC on October 20, 2005

(File No. 001-09318)*

Amended and “Restated” Annual' Incentive Compensation Plan, incorporated by

+ reference to Exhibit 10.1 to the Company’s- Current Report on Form.8-K filed with

the SEC -on November 3, 2005 (Frle No. 001 09318) (the “November 3, 2005

. Form 8 -K)*

’ Form of Notlce of Restncted Fund Umt ‘Award and Restrlcted Fund Unit Award
. Agreement (standard),. mcorporated by reference to Exhlbtt 10.2 to the November 3,
2005 Form 8-K* .. .1, .- .

Form of Notice of Resiricted Fund Unit Award and Restricted Fund Unit Award
Agreement (other),_lncorporated by teference . to- Exhibit . 10 3 to the November 3,
2005 Form 8-K* .

"Form of Notice of Restricted Stock Award and Restricted Stock Award Agreement

(in recognition of past efforts and contributions), incorporated by reference to Exhibit
10.4 to the November 3, 2005 Form 8-K*

Form of Notice of Resmeted Stock Award and Restricted Stock Award Agreement
(inducement/performance),’ mcorporated by reference to’ Exhibit 10.5 to the
November 3, 2005 Form 8-K*

Form of Notice of Restricted Stoek Unit Award and Restricted Stock Unit Award

o

. Agreement (in recognition of past efforts and’ contributions), 1ncorporated by

'teference to Exhibit 10.6 to the November 3, 2005 Form 8 K*

Form of Notice of Restricted Stock Unit Award and Restrtcted Stock Unit Award
Agreenient (1nducement/performance) 1ncorporated by reference to Exhibit 10.7 to
the November 3, 2005 Form 8-K*
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Exhibit No.

Description

10.74

1

© 1075

~10.76

10.77

- 10.78

10.79

10.80
- 10.81

10.82

10.83

10.84
10.85
10.86

10.87

10.88

Form of Amendment to Deferred Compensation Agreement for Director’s Fees,

* incorporated by reference to Exhibit 10.90 to the Company’s Annual Report on Form

10-K for the fiscal year ended September 30, 2005 (File No. 001-09318) (the “2005
Annual Report”)* . .

Named Executive Officer Compensation, incorporated by reference to Exhibit 10.91
to the 2005 Annual Report* . : .

Director Compensation,. incorporated by reference to Exhibit 10.92 to.the 2005
Annual Report*

Employment Agreement entered into on December 26, 2000 by and among William
Y. Yun, Fiduciary Trust Company International and Franklin Resources, Inc., as
amended, incorporated by reference to Exhibit 10.93 to the 2005 Annual Report*

Non-Employee Directors Compensation, incorporated by reference to Exhibit 10.12
to the Company’s Quarterly Report on Form 10-¢ for-the period ended December 31,

. 2005 (File No. 001-09318) (the “December 2905 Quarlerly._Report”)*

2006 Directors Deferred Compensation Plan, incorporated by reference to Exhibit
10.1 to the Company’s Current Report on Form 8-K filed with the SEC on December
21 2005 (File No, 001-09318)*

Amended and Restated Annual Incentive Compensatlon Plan, incorporated by
reference to Exhibit 10.14 to the December 2005 Quarterly Report*

"o

2004 Key Executive Incentive ‘Compénsation Plan, -as ‘amended, incorporated by
reference to Exhibit 10.15 to the December 2005 Quarterly Report*

Description of Performance Goals for the Company’s Chief Executive Officer for the
2006 Fiscal Year under the 2004 Key Executive Incentive Compensation Plan,
incorporated by reference to Exhibit 10.16 to the December 2005 Quarterly Report*

Amendment Number 6 to the Managed Operations Services Agreement, dated
March 6, 2006, by and between Franklin Templeton Companies, LLC, and

International Business Machines Corboration, incorporated by reference to Exhibit’

10.3 to the Company’s Quarterly Report on Form 10-Q for the period ended March
31, 2006 (File No, 001-09318) (the “March 2006 Quarterly Report™)

Form of Indemnification Agreement, incorporated by reference to Exhibit 10.4 to the
March 2006 Quarterly Report™® '

Form of Amended and Restated Indemnification Agreement, incorporated by
reference to Exhibit 10.5 to the March 2006 Quarterly Report*

Form of Notice of Restricted Fund Unit Award and Restricted Fund Unit Award
Agreement (standard), incorporated by reference to Exhibit 10.1 to the Company’s
Current Report on Form 8-K filed with the SEC on November 8, 2006 (File No.
001-09318) (the “November 8, 2006 Form 8-K")*

Form of Notice of Restricted Fund Unit Award and Restricted Fund Unit Award
Agreement (other), incorporated by reference to Exhibit 10.2 to the November 8,
2006 Form 8-K*

Form of Notice of Restricted Stock Award and Restricted Stock Award Agreement,
incorporated by reference to Exhibit 10.3 to the November 8, 2006 Form 8-K*
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Exhibit No.

Description

10.89
10.90

10.91
12
2t
2
3L
31.2

321

322

' :‘Form of Notice of Restricted Stock ‘Unit Award and Restricted Stock Unit Award
© Agreement, incorporated by reference to Exhibit 10.4 to the November 8, 2006

Form 8-K*

Description of Bonus Payments to Certain Current Executive Officers and One
Former Executive Officer of the Company, 1nc0rporated by reference to Exhibit 10.5
to the November 8, 2006 Form 8-K* .

Named Executive Officer Compensation as of November 21, 2006*

Computauon of Ratios of Earnings to Fixed Charges

*Llst of Sub51d1anes

El

. Consent of- Independent Reglstered Pubhc Accoummg Firm -

Certification of Chief Executive Officer pursuant to Secnon 302 of the.Sarbanes-
Oxley Act of 2002 (filed herew:th) o -

' “Cértification ‘of Chief Financial Ofﬁcer pursuant to Section 302 of the Sarbanes—

Oxley Act of 2002 (filed herewith), .

- Cértification of Chief Executive Officer Pursuant to 18 USC Section 1350, as

Adopted Pursuant to Sectlon 906 of the Sarbanes- Oxley Act of 2002 (furrushed

-~ herewith) . S -

““Certification of Chief Financial Ofﬁcér“ Pursuant to 18 U.S.C. Section 1350, as
. :Adopted Pursuant to. Secuon 906 of the Sarbanes-Oxley Act of 2002 (furnished

‘ .1 herewith) . ] .

* Management/Employment Contract or Compensatory Plan or Arrangement

.
A 4 '.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d} of the Securities Exchange Act of 1934, the registrant
has duly caused this report to be signed on its behalf by the undersigned thereunto duly‘authorized.

FRANKLIN RESOURCES, INC.,

Date: December 20,2006 By: /s/Kenneth A Lewis S
‘ o Kenneth A. Lewis, Senior Vice President, Chief Financial Officer and
Treasurer

Pursuant to the requirements of the Securities Exchange Act of 1934 tlns repon has been 31gned below by
the following persons on behalf of the registrant and in the capacities and on the dates indicated:

Date: December 20, 2006 By: /s/Samuel H. Armacost
Samuel H. Armacost, Director i FE T

Date: December 20, 2006 By: /s/ Charles Crocker
Charles Crocker, Director

Date: December 20,2006 By: /8/Joseph R. Hardiman
' - Joseph R. Hardiman), Director

Date: December 20, 2006 'By: /s/RobertD. Joffe .
o o ' ‘ Robert D. Joffe, Director : Cod
Date: - December 20, 2006 By: s/ Charles B. Johnson
Charles B. Johnson, Chairman, Member - Office of the Chairman, and
Director

Date: December 20, 2006 By: fs/ Gregory E. Johnson
' Gregory E. Johnson, President and Chief Executive Officer (Prmcnpal
Executive Officer). . oo .

|

Date: December 20, 2006 By: fs/ Rupert H. Johnson, Jr.
Rupert H. Johnson, Jr., Vice Chairman, Member - Office of the
Chairman, and Director

Date: December 20, 2006 By: /s/ Thomas H. Kean
Thomas H. Kean, Director

. Date: December 20,2006 By: /s/Kenneth A, Lewis
Kenneth A. Lewis, Senior Vice President, Chief Financial Officer and
Treasurer (Principal Financial and Accounting Officer)

Date: December 20, 2006 By: /8/ Chutta Ratnathicam
Chutta Ratnathicam, Director

Date: December 20,2006 By: /s/Peter M. Sacerdote
Peter M. Sacerdote, Director

Date: December 20, 2006 By: /s/Laura Stein
Laura Stein, Director

Date: December 20,2006 By: /s/ Anne M. Tatlock
Anne M. Tatlock, Vice Chairman, Member - Office of the Chairman,
and Director

Date: December 20,2006 By: /s/Louis E. Woodworth
Louis E. Woodworth, Director
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EXHIBIT 12

COMPUTATION OF RATIOS OF EARNINGS TO FIXED CHARGES _

(dollars in thousands)

for the fiscal years ended September 30, -2006 2005 2004 2003 2002
Income before taxes excluding equity in
income of investees, minority interest in
earnings of consolidated subsidiaries and ' o ‘ :
capitalized interest . ......... e w0o$1,824,729  $1,397,275  $°977,039  $694,399 $577,961
Additions: _ : :
Dividends received from equity- , . T
method investees ............... 22,486 — 69 — —
Fixed charges
Interest expense-excluding
interest on deposits ......... © 30,155+ 34,563 . 32,254 22,924 18,108
Interest expense-deposits .. .. ... 14,391 ., 7,651 4,295 6,122 9,812
Interest factoronrent! ......... 16,736 15,717 13,020 13,413 20,977
Total fixed charges ....... $ 61,282 $§ 57931 $§ 49569 $ 42,459 $ 48,897
Adjustedearnings ........... .. ... ... $1,908,497 $1,455206 $1,026,677 $736,858 . $626,858
Ratto of adjusted earnings to fixed - oo Vo
charges-including interest on deposits . . . 311 251 20.7 174 12.8
Ratio of adjusted earnings to fixed . - _
“charges-excluding interest on deposits .. 404 288 22.6 20.1 15.8

interest).

. o
b . . R |
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M EXHIBIT 21
FRANKLIN RESOURCES, INC.
, LIST OF SUBSIDIARIES ,
' {as of October 27, 2006)
e . ‘ - State or Nation of

Name ) , _ . _ ' ) ) Incorporation or Organization
Asia Infrastructure Mezzanine Capital Management Co., Ltd.- . ......:...... Cayman [slands :
C&EE General Partner Ltd. .......... ... il *...v.1 Delaware - '
C&EE Private Equity Partners, L.P. ......... e Llelon oo Y - Delaware - .

Darby Converging Europe Founder Partner, LP. .............. vy Delaware
Darby-Hana Infrastructure Fund Management Co., Ltd. ................ ... Korea. .
Darby Asia Investors (HK), Ltd. ................... ... oo L. +.. HongKong ... -
Darby Asia Investors, Ltd. ........ ... ... .o i, \....:.. British Virgin Islands
Darby Asia Mezzanine Fund II Management Co., Ltd. .................... Cayman Islands
Darby Brazil Mezzanine Management LLC .. .. ........... e “wvvee . s Delaware ' T
Darby CEE Founder Partner IL LLC ............ ... ... oot e .. Delaware -

Darby Emerging High Yield Investments Ltd. ................... .d...... Cayman Islands -
Darby Emerging High Yield Investments, LLC ................ L ve..w. . o Delaware

Darby Emerging Markets Income Investments, LLC . ............. U0t Delaware

Darby Emerging Markets Income Investments, Ltd............ toveeeeaot..o. Cayman Islands
Darby Emerging Markets Investments, Ltd. "= 0. ... Y aTA LT Delaware
‘Darby Europe Mezzanine Management .................0.0c00 ..., " ...+ Cayman Islands
Darby Global SICAV Managers, LLC .................. ... A oL .1 Delaware

Darby Holdings, Inc. . ............... et eaeies ety ean .. Delaware
Darby Latin American Mezzanine Investments ......:l ... .. ..% .. 0. 0o Cayman Islands’
Darby Overseas Investments, Ltd. .................... AT PR .. » Delaware

Darby Overseas Partners, LP. ... ... ... ..... e e + Delaware :
Darby-BBVA Latin American Investors, Ltd. ............ e o .. .Cayman Islands '
Darby Stratus Administracac de Investimentos Lida. ... ...... e e Brazil -

DBVA de Mexico,S.deR.L.deC. V. ............ ..o iiuv... .o s Mexico

DBVA Mexico Holdings', LLC ......................... T - Delaware

DBVA Mexico Holdings ILLLC .. ... 00 oot R Delaware

FCC Receivables.Corp. . ..., ..o s S ‘Delaware

Fiduciary Financial Services Corp. . .-+ oo ool ool oo ..t NewYork -~ -
Fiduciary International Holding, Inc. ..................00ooooe.e... NewYork .o -
Fiduciary International Ireland Limited.. .. ................. wweveiia.. .. Ireland t
Fiduciary International, Inc. ........ ettt P - New York

Fiduciary Investment Corporation . .......... .. .coviiiiiaiiin oy ... New York -
Fiduciary Investment Management International, Inc.. .. ........ oot s wDelaware
Fiduciary Trust (International) S.A. ................. .. o i .. Switzerland

Fiduciary Trust Company International .......................... S .~ New York

Fiduciary Trust Companyof Canada ............ ... ... . oo . Canada -

Fiduciary Trust International Limited . .. ........ ..o oo, England

Fiduciary Trust International of California . .............. P California”

Fiduciary Trust International of Delaware ...............c.cvivuvevnnnn.. Delaware

Fiduciary Trust International of the South .................... ... .00 . Florida

Franklin Advisers, Inc.” . ........ e ....1 California .. ,
Franklin Advisory Services, LLC ........ e i “Delaware '+ -




State or Nation of

Name - : Incorporation or Organization
Franklin Agency, Inc. ...................... P T T California

Franklin Capital Corporation ............... e i, Utah

Franklin Investment Advisory Services, LLC ..........0 ... ... ......... Delaware

Franklin Mutual Advisers, LLC .........._........ e Delaware \
Franklin Receivables LLC .. ... ... . .. .. . . . . i, Delaware

Franklin SPE, LLC . ... it e e e e Delaware

Franklin Templeton Alternative Strategies, Inc. .......... e PN - Delaware

Franklin Templeton AMC Limited . ................................... India

Franklin Templeton Asset Management (India) Private Limited ............. India

Franklin Templeton Asset Management S.A. ...................... t...... France

Franklin Templeton-AustiaGmbH ...................... e Austria

Franklin Templeton Bank & Trust, FSB. ... ... ...... ... .. ... .ccovin. United States

Franklin Templeton Companies, LLC ... ..............c0cvuiuinineain.. Delaware

Franklin Templeton France S.A. .................. e e ..... France

Franklin Templeton Global Investors Limited ................ e United Kingdom
Franklin Templeton Holding Limited . . ............................... . Mauritius

Franklin Témpleton Institutional, LLC .. ......... ... . ... ............ Delaware

Franklin Templeton Institutional Asia Limited .......................... Hong Kong

Franklin Templeton Institutional GP,LLC ........... e L Delaware -

Franklin Templeton Institutional Suisse SA ............................. Switzerland

Franklin Templeton International Services (India) Private Limited . . .- .. ...... India

Franklin Templeton International Services S.A. ...................... R Luxembourg

Franklin Templeton Investimentos (Brasil) Ltda. . ............ ... wSoveoo,. Brazil

Franklin Templeton Investment Management GmbH .......... N Germany .
Franklin Templeton Investment Management Limited ....... P United Kingdom . 1 ¢~
Franklin Templeton Investment ServicesGmbH ......................... - Germany ‘
Franklin Templeton Investment Trust Management Co., Ltd. ............... Korea

Franklin Templeton Investments (Asia) Limited ...............-......... Hong Kong

Franklin Templeton Investments Australia Limited . . ..., e Australia

Franklin Templeton Investments Corp. ...............coiuuniivevnn... Canada

Franklin Templeton Investments Japan Limited .. ........................ Japan

Franklin Templeton Investments Services (Mexico) S.deR. L. deC. V. ...... Mexico

Franklin Templeton Investor Services, LLC ............................ Delaware o
Franklin Templéton Italia Societd di Gestione del Risparmio Per Azioni . ...... Italy

Franklin Templeton Management Luxembourg SA ..................... ~. Luxembourg

Franklin Templeton Porifolio Advisors, Inc. ................... “........ California

Franklin Templeton Services Limited ................. .. ... .......... Ireland

Franklin Templeton Services, LLC .. ... ... ... .. .. 0 i, Delaware

Franklin Templeton Switzerland Ltd. . ........ .. ... ... ... .. .. ... Switzerland +

Franklin Templeton Trustee Services Private Limited .. ................... India
Franklin/Templeton Distributors, Inc. . ........ ... ... oot New York
Franklin/Templeton Travel, Inc. ......... ... . ... ... ... California

FS Capital Group ..............covv.., i e California

FS Properties, Inc. .. ... oo e e R S - California
FTCI(Cayman) Ltd. . ... oo i i e e cee e e . - Cayman Islands

FTC Investor Services InC. . ... ...oottiiieit i it enaras Canada

Happy Dragon Heldings Limited ......... .. ... ... ... i iiiieoan.. British Virgin Islands
ITI Capital Markets Limited ............... ... .. ... . ‘... India




State or Nation of

Name Incorporation or Organization
MassMutual/Darby CBOIM, Inc. ........... IR e Delaware

Pioneer ITI Mutual Fund Private Limited ............... e India

Templeton Asset Management (Labuan) Limited ..................... ..., Malaysia ‘
Templeton Asset Management Ltd. ..., . Singapore

Templeton China Research Limited . ... ... ... e e ~..2 .. “Hong Kong ' '
Templeton do Brasil Ltda. .................. P «... Brazil

Templeton Franklin Global Distributors, Ltd. . ..............coiiiinn.. Bermuda |

Templeton Funds Annuity Company .................... P Florida.

Templeton Global Advisors Limited .............. PR The Bahamas
Templeton Global Holdings Ld. ....... e UL PR ... -The Bahamas
Templeton Heritage Limited . . . .. e P DU Candda’

Templeton Internationat, Inc. % -......... e PP e Delaware

Templeton Investment Counsel, LLC . .......... e e Delaware

Templeton Research Poland SP.z.o.o. ........ e - Poland

Templeton Restructured Investments, LL.C...........ccoovvennn. P Delaware

Templeton Worldw1de InC. ... e ' Delaware
Tcmpletom'Franklm Investment Serwces Inc. ... De]aware

* All subsidiaries currently do busmess pnnmpally under their respective corpomte names except as fo]lows Franklin
Templelon Portfolio Advisors, Inc. operates through its Franklin Portfolio Advisors and Templeton Portfoho Advisors
divisions; and some Templeton subsidiaries also occasmnally use the name Templeton Wor]dwnde
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EXHIBIT 31._1
. CERTIFICATION - " '

I - . ' '

I, Gregory E. Johnson, certify that: o -
1. Thave revrewed this annual report on Form 10-K of Franklin Resources Inc P v

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to
state a material fact necessary to make the statements made, in light of the cucumstances under whrch
such statements were made, not misleading with respect to the period covered by thls report v

3. Based on my knowledge, the financial statements, and other ﬁnancral 1nformat10n included in this
report, fairly present in all material respects the financial condition, results. of operations and cash
flows of the registrant as of, and for, the periods presented in this report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a- 15(e) and 15d-15(e)} and
internal control over financial reporting (as defined in Exchange Act Rules 133 lS(f) and 15d- lS(f))
for the regrstrant and have:

1~

a. Desrgned such disclosure controls and procedures or caused such dlsclosure controls and
procedures to-be designed under ‘our supervision, to ensure that material' information relating to
the registrant, mcludmg its consolidated subsidiaries, 1s made known to us by others w1th|n those
entltles particularly durlng the period'in which this report is’ bemg prepared; :

b. Desrgned such mtemal control over financial reportlng, or caused such internal control over
financial reporting to be designed under our supervision, to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles;

c. Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in
this report our conclusions about the effectiveness of the disclosure controls and procedures, as of
the end of the period covered by this report based on such evaluation; and

d. Disclosed in this report any change in the registrant’s internal control over financial reporting that
occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in
the case of an annual report) that has materially affected, or is reasonably likely to materially
affect, the registrant’s internal control over financial reporting; and

5. The registrant’s other cerlifying officer and 1 have disclosed, based on our most recent evaluation of
internal control over financial reporting, to the registrant’s auditors and the audit committee of
registrant’s board of directors (or persons performing the equivalent functions):

a.  All significant deficiencies and material weaknesses in the design or operation of internal control
over financial reporting which are reasonably likely to adversely affect the registrant’s ability to
record, process, summarize and report financial information; and

b. Any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal control over financial reporting.

Date: December 20, 2006 fs/ GREGORY E. JOHNSON

Gregory E. Johnson
President and Chief Executive Officer
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EXHIBIT 31.2

N .+~ CERTIFICATION @ .~ .
‘ -‘. . B ) - e ‘, .
I, Kenneth A, Lewis, certify that: , - -, . . Ty
1. Thave rev1ewed this annual report on Form 10- K of Franklm Resources, Inc.;
( Based on my knowledge “this report does not contam .any untrue statetnent of a matenal fact or omit to

state a material faét necessary to make the statements made, in light of the circumstances under which
such statements were made, not mtsleadmg with respect to the period covered by this report;

[T

3 ) Based on. my knowledge the, ﬁnanc1al statements, and other, ﬁnancnal mformatlon included in this
report, falrly present in all material respects the ﬁnanmal condmon results of ,operations and cash
flows of the registrant as of, and for, the permds presented in lhlS report

4, " The reglstrant s other cemfymg officer and I are responsnble for establlshmg and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules l3a-15(e) and 15d-15(e)) and
lntemal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d- 15(6))
for the registrant and have: : o
‘a.  Designed such disclosure controls and procedures, or caused such disclosure controls and

procedures to be designed under our supervision, to ensure that material information relating to
the registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this report is being prepared;

b. Designed"such internal control’ over financial reporting, or caused such internal control over
financial reporting to be designed under our supervision, to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles;

c. Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in
this report our conclusions about the effectiveness of the disclosure controls and procedures, as of
the end of the period covered by this report based on such evaluation; and

d. Disclosed in this report any change in the registrant’s internal control over financial reporting that
occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in
the case of an annual report) that has materially affected, or is reasonably likely to materially
affect, the registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of
internal control over financial reporting, to the registrant’s auditors and the audit committee of
registrant’s board of directors (or persons performing the equivalent functions):

a. Al significant deficiencies and material weaknesses in the design or operation of internal control

~ over financial reporting which are reasonably likely to adversely affect the registrant’s ability to
record, process, summarize and report financial information; and

b. Any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal control over financial reporting.

Date: December 20, 2006 fs/ KENNETH A. LEWIS

Kenneth A. Lewis
Senior Vice President, Chief Financial Officer
and Treasurer
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EXHIBIT 32.1

CERTIFICATION PURSUANT TQ 18 U.S.C. SECTION 1350

AS ADOPTED PURSUANT TO SECTION 906
OF THE SARBANES-OXLEY ACT OF 2002 (FURNISHED HEREWITH)

I Gregory E. Johnson, President and Chief Executive Officer of Franklie Resources_, Inc. (the
“Company”), certify, as of the date hereof and solely for purposes of and: pui-suar'at to 18 US.C.
Section 1350 as adopted pursuant to Section 906 of the Sarbanes—Oxley Act of 2002, that, to' my knowledge

1. The Annual Report on Form 10-K of the Company for the ﬁscal year ended September 30, .2006
{(the “Report™) fully complies with the reqmremems of Sectlon l3(a) or 15(d) as apphcab]e of the
Securities Exchange Act of 1934; and

2. The information contamed in the Report fairly presents in all matenal respects the ﬁnanmal
‘condition and résults of operations of the Company at the dates and for the penods mdlcated

This Certification has not been, and shall not be deemed, “filed” with the Securmes and Exchange
Commission.

Dated: December 20, 2006 - /sl. GREGORY E. JOHNSON

Gregory E. Johnson
Presjdent and Chief Execufive O_fﬁcer
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EXHIBIT 32.2

CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350
_ AS ADOPTED PURSUANT TO SECTION 906
OF THE SARBANES-OXLEY ACT OF 2002 (FURNISHED HEREWITH)

I, Kenneth A. Lewis, Senior Vice President, Chief Financial Officer and Treasurer of Franklin
Resources, Inc. (the “Company’™), certify, as of the date hereof and solely for purposes of and pursuant to
18 U.S.C. Section 1350 as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that, to my
knowledge:

1. The Annual Report on Form 10-K of the Company for the fiscal year ended September 30, 2006
{the “Report”) fully complies with the requirements of Section 13(a) or 15(d), as applicable, of the
Securities Exchange Act of 1934; and

2. The information contained in the Report fairly presents, in all material respects, the financial
condition and results of operations of the Company at the dates and for the periods indicated.

This Certification has not been, and shall not be deemed, “filed” with the Securities and Exchange
Commission.

Dated: December 20, 2006 /s/ KENNETH A. LEWIS

Kenneth A. Lewis
Senior Vice President, Chief Financial Officer
- and Treasurer
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FINANCIAL INFORMATION

The common stock of Franklin Resources, Inc., is listed on the New York Stock Exchange
under the ticker symbol BEN, and on the London Stock Exchange under the ticker symbol
FREK. For further informatien regarding the common stock or for a copy of our latest
Form 10-K. including financial statements and financial starement schedules. free of charpe,

please write to:

Barbara |, Green orcontact:  Grera Gahl

Secretary hmvestor Relations

Franklin Resources, Inc. Franklin Resources, Inc.

Ome Franklin Parkway One Franklin Parkway

San Mareo, CA 94403-1906 San Mateo, CA 94403-1906

1-800/632-2350, ext. 24091

You may also submit a request

online ar:

heep:/franklintempleton.com/remilfisp_cmfgiobal _navicompany/info_request.jsp

Stack Transfer Agent, Registrar and Dividend Disbursing Agent

The Bank of New York
Sharcholder Relations Department
PO, Box 11238

Church Street Station

New York, NY [0286-1258
1-800/524-4438
Shareowners@bankotny.com
www.steckbuyv.com

COMMUNITY INVOLVEMENT

We believe we have a responsibility to make
our communities stronger and more vibrane
places o live, work and do business,

We strive to improve the quality of life by
addressing vital communiry needs, Through
direct coneriburions and the cffores of our
dedicated employee volunteers, each year we
waork with aver 300 nonprofit organizations
and schools around the waorld. [n 2006, our
efiorts included supporr for children’s hospitals
in the United Kingdon: a school in India:

a progran to help homeless young peeple

in Canada: programs for at-risk vouth in the
United States; and educational assistance
programs for stedents and unemployed

individuals in Korea.

EQUAL OPPORTUNITY EMPLOYER
Wi are committed t providing equal opportunity
in the recruivment, hiring, training and promotion

of our emplovees,

Mixed Sources

Product group from well-managed
forasts and other controlled sources

F SC www.fscorg Cert no. SW-COC-1812
© 1996 Fares1 Stewardship Counal

The paper used in the printing of this annual report complies with the “chain of custody” certification standards of the Forest Stewardship Council
{F3C), which promotes environmentally appropriate. socially beneficial and economically viable management of the world's forests, The paper
contains a mix of pulp derived from FSC certified weli-managed forests and other controlled sources. The cover and narrative pages are printed
on a special order of Mchawk Paper and manufaciured with 100% Green-e certified renewable wind-generated electricity. The Form 1C-K pages
are printed an paper containing post-consumer recycled fiber manufaciured by Domtar. The printer's respective FSC certifications for the cover







